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e In the Record « 


Executives Look at Prospects 


Business will remain healthy and prosperous in the second 
half of 1955, according to the 131 manufacturing companies 
participating in the Board’s semiannual business outlook 
survey. Greater optimism is expressed by participating 
metal-trades companies than nonmetals companies, but no 
real setbacks are expected in any sector. And while the rate 
of expansion reached in first-half 1955 may slacken a bit in 
the next six months, most firms predict that business will 
be well above the previous year’s level. 

A summary of the companies’ expectations for new orders, 
prospective dollar billings, production rates, employment 
figures, length of average workweek, level of dollar inven- 
tories, capital expenditures and profits before taxes is given 

_starting on page 292. This section also compares the differing 
outlooks in various manufacturing sectors. But for more 
specific facts and executive comment pertinent to any one 
field, see the detailed industry-by-industry breakdown that 
begins on page 303. 
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Sizing Up the Federal Tax Picture 


Taxes may be one of the rare “sure things”’ in life, but the 
level of taxation is not. And with an election year coming 
up, the expectation of a tax cut in the near future should 
not be at all surprising, and at least the wish for it can be 
set down as another one of those “sure things.” But if it 
comes, the cut will have to be based on fiscal facts as well 
as on political considerations. Next January’s federal budget 
(for 1957) may, according to some estimates, be able to 
combine a lowered tax rate with a balance, or near balance, 
between receipts and expenditures. 

What are the facts behind this budget? Will revenues 
have increased sufficiently, and/or expenditures dropped 
enough, to allow for a balanced budget and tax reductions ? 
For an analysis of fiscal expectations, read “The Makings 
of a Tax Cut in ’56 ?” starting on page 283. : 


Steel Story Salients 


Steel mills this summer are producing at an “unexpectedly 
busy rate.” Instead of the normal seasonal lull, a new monthly 
production record has been set. And even with steel being 
turned out just about as fast as is possible, new orders con- 
tinue to build up on the books. 

This steel boom, coming after last year’s severe inventory 
liquidation setback, must be critically evaluated. Does it 


merely reflect the late upswing of a demand cycle or is it 
the result of a continuous long-term rise in the demand ‘for 
steel? If the former, steel inventories will soon again"rise 
out of line, and steel producers will be in for another “dis- 
couraging drop in demand. If the latter, capacity production 
and more can continue indefinitely. 

In “Taking Stock of Steel,’ our analyst reviews the perti- 
nent figures of steel production, consumption and inventory 
accumulation for the past four and one-half years. For his 
considered evaluation of the present steel situation, and its 
implications for the months ahead, see page 278. 


Autos and the Boom 


Business in the first half of 1955 was certainly good all 
over, but if the boom can be said to have had any central 
location, it was clearly the automobile business. Production 
and sales of new cars during 1955 have set all-time records 
impressively above the former peaks established in 1950. 

The auto boom has been paralleled by a sharp rise in the 
proportion of personal income devoted to the automobile 
market, and by an even more notable expansion in outstand- 
ing instalment debt incurred. It is now a fairly common 
assumption by analysts that the auto boom cannot go on 
forever. 

But what happens when the automotive pace slows down ? 
Will it be replaced by a soft-goods boom ? Without question- 
ing the bright outlook for soft goods in general, there is 
reason to doubt the argument that “a soft-goods boom 
must inevitably rise from the ashes of a dying automobile 
boom.” For a penetrating review of the relationship between 
durables and nondurables markets in 1955, see this month’s 
Business Highlights, starting on the next page. 


Some Important Commerce Series Revisions 


Late in July, the Department of Commerce released the 
results of its annual review and revision of the national 
accounts. Notable among the changes resulting from the 
revision are: (1) a $5-billion upward shift in the level of 
gross national product, with most of the shift occurring in 
personal consumption expenditures; (2) a decline in the 
estimated level of the personal saving rate in 1954 and early 
1955; and (3) a sharp reduction in the elusive “statistical 
discrepancy” which separates the income and product sides 
of the national accounts. For a brief description of the effects 
of the revision, in words and charts, see page 290. 
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HARD LOOK AT SOFT GOODS 


An otherwise bright outlook is slightly clouded by automobile 
stocks, and instalment debt 


\ X 7 ITH THE APPROACH of fall, there is al- 
ways a tendency on the part of business 
analysts to revert to the consumer as the key 

to the business outlook. At any time, of course, there 

is plenty of truth in the observation that consumer 
expenditures, which account for two thirds of total 
economic activity, are a major component of national 
business. But in the bracing air of fall, personal 
spending, as it begins its seasonal crescendo into 

Christmas, is widely accorded an active role in setting 

the business trend, even by those who ordinarily re- 

gard it as a passive function of personal income. 

In this respect, 1955 is no exception. It appears vir- 
tually certain that in the coming several months the 
most watched will be those numerous statistical re- 
flections of the consumer spirit—retail trade, personal 
income, personal saving, mortgage recordings, instal- 
ment credit extensions. 

Indeed, within this broad area lie many of the 
most pressing problems of analysis for the fall. What 
happens to the 750,000-odd automobiles on dealers’ 
floors? What happens to the consumer credit sta- 
tistics if those automobiles are sold? What happens 
to the automobile business if they are not sold? What 
happens to housing starts? What happens to borrow- 
ing costs if credit demands for both autos and resi- 
dential building stay high? What happens to soft 
goods if and as hard-goods demand subsides? 


THE AUTO PIVOT 


Pivotal to the outlook for the entire consumer 
sector in the last half of 1955 is, of course, the auto- 
mobile market. Paradoxically, the current level of 
automobile stocks is not a particularly bearish ele- 
ment in the outlook for automotive manufacturers 
themselves for the last half of 1955, however signifi- 
cant it may be for 1956. Traditionally, the automo- 
bile industry has managed, with varying degrees of 
difficulty and dealer heartache of course, to sell its 
current models more or less exactly in time for the 
introduction of new models—an annual coincidence 
achieved through variation in sales promotion activi- 
ties, in new-model introduction dates, and in dealer 
profits. 

The current level of stocks in dealers’ hands and the 
current state of automobile demand are of current 


interest primarily to the dealer, whose margin ot 
individual sales is largely determined by the inter 
action of stocks and consumer interest. Operatin; 
levels (and profits, it might be added) of the manu 
facturers for the last half are already largely deter 
mined: for them, questions of dealer stocks and con 
sumer interest are important mainly for what they 
will imply about the 1956 market. 

But for other manufacturing industries whose out 
put runs to the consumer, the level of automobil 
stocks, and the kind of dealer merchandising whict 
that level suggests, is a matter of concern right nov 
and will remain so throughout the year. For th 
obvious fact is that automobiles are hotly competi 
tive with all other big-ticket purchases—furniture, ap 
pliances, even vacations. And thanks to consume 
credit, which can spread an automobile purchase int 
individual monthly payments no larger than is re 
quired for a man’s overcoat, or a good fall dress, or « 
large dinner party, automobile sales have become 1 
a real sense competitive with practically the entir 
range of consumer outlays. 


SOFT GOODS, ANYONE? 


This competition is certainly nothing new, but il 
has been given a special relevance for the last half oi 
1955, partly because of the special intensity it maj 
display, and partly because the hypothesis has re 
cently become quite popular that as hard-good: 
(mainly automobile) demand subsides in the fall 
soft goods should get a bigger play. Even this theory 
is itself not new: it was raised as the automobile boom 
of 1953 began to falter at midyear. And it reappeared 
in somewhat different form in early 1954, as an argu- 
ment that the tax reductions then becoming effective 
would find their way predominantly into soft-good:; 
markets, since hard-goods demand was assumed to be 
at least partially satiated, and since in any event the 
reductions were too small to be applied to big-ticket 
purchases. 

In both of its previous applications, this hypothesis 
of a swinging cycle in hard and soft-goods demand. 
with first one and then the other getting the con- 
sumer’s special attention, turned out to be a strik- 
ingly poor description of ensuing developments. In 
the last half of 1953, as personal consumption expendi- 
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tures for durable goods fell off, total expenditures 
for soft goods also weakened, notably in clothing and 
shoes, where the hypothesis appeared to be particu- 
larly relevant. In early 1954, despite a slight up- 
ward shift in disposable income owing to tax reduc- 
tions effective at the beginning of the year, soft- 
goods volume rose only imperceptibly, even though 
durables sales remained at a relatively depressed level. 
By the second quarter, total nondurables volume be- 
gan to rise as recession fears dwindled and the sav- 
ing rate began to fall, but at no time during the 1953- 
1954 experience was there anything like a sharp ad- 
vance in soft goods that could be interpreted as an 
offsetting response to a declining demand for hard 
goods. 

And it is altogether possible that the hypothesis 
of a swing of demand from hard goods to soft goods, 
now that automobile demands have been so abun- 
dantly taken care of, will fare equally poorly in the 
months ahead. Even a cursory look at the figures on 
personal consumption expenditures, and the figures on 
how these expenditures are financed, is likely to dispel 
the idea that a soft-goods boom must inevitably rise 
from the ashes of an automobile boom. It doesn’t 
seem to work that way. On the contrary, the classical 
machinery of the business cycle, which would now 
call for at least a slowing in the rate of advance of 
all consumer spending, and a progressive rise in the 
saving rate, seems to have a lot more theoretical 
merit to it. 


STEADINESS IN DURABLES OUTLAYS 


The fact seems to be that while a durables boom 
that is reflected in retail trade statistics and personal 
consumption expenditures can certainly fade, and 
can apparently release a large volume of income for 
expenditure elsewhere, the use of instalment credit 
has tended to convert the durables spending cycle 
into a more or less steady flow of funds into durables 
markets (see chart). In so far as personal finances 
are concerned, the violence of the durables cycle has 
been absorbed by sharp fluctuations in the rate of 
growth of consumer debt; the cash outlays of con- 
sumers for durables show no such cycle. 

Between the second quarter of 1954 and the second 
quarter of 1955, the annual rate of sales of durable 
goods to consumers rose from $29.0 billion to $35.0 
billion. In the same period, the rate of cash out- 
lays for durables—purchases, less net increase in in- 
stalment debt—rose from $29.0 billion to $29.7 billion. 
The difference, of course, is a $5.3-billion increase 
in the rate at which the consumer sector was adding 
to its instalment debt. 

Conversely, if and as hard-goods sales weaken con- 
spicuously in the last half of the year, the rate of 
cash outlays can hardly be expected to show a com- 
parable decline; in fact in the last half of 1955, cash 
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outlays related to past and current durables pur- 
chases are almost certain to rise. 
And the more frenetically automobile dealers ad- 
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INSTALMENT CREDIT AS SOURCE OF FUNDS 


Reducing cash requirements for durables 
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vertise their wares, the more these outlays will rise. 
In the first half of 1954, for example, while personal 
consumption expenditures were somewhat below 1953, 
instalment credit repayments exceeded new exten- 
sions. Credit became temporarily a use of funds, on 
balance, rather than a source of funds, and total cash 
outlays were considerably higher than in the second 
quarter of 1953, when personal consumption expendi- 
tures for durables were at their peak. 


SOME DEFINITIONS 


It is true, of course, that the “cash outlay” concept 
used here is a hybrid form that fits neither the normal 
definition of “income,” nor of “cash flow.” For ex- 
ample, many individuals in 1954 doubtless sold stock, 
let us say to a corporation,! and used the proceeds of 
the sale to purchase an automobile. The sale of the 
stock certainly did not represent income, but merely 
a change in the form of assets held by the individual. 

In the same way, borrowing on instalment credit 
does not yield income, but only a change in the com- 
position of the individual’s balance sheet—a credit 
to cash and a debit to short-term debt. To make the 
“cash outlay” a true flow of funds, it would be neces- 
sary to take account of all such asset transfers that 
affect the cash account, not merely consumer credit 
extensions and repayments. 

The result of such an expanded cash accounting 
for the personal sector would be something similar to 
the liquid saving estimates drawn up quarterly by 
the Securities and Exchange Commission, which de- 
scribe the change in the balance-sheet position of 
individuals (including unincorporated businesses) , by 
type of asset. To the extent that these figures bear on 
the point being made here, they confirm the results of 
the partial “cash outlay” analysis. 

For example, between the first quarter of 1953 
and the first quarter of 1954, personal disposable in- 
come rose somewhat, while personal consumption ex- 
penditures for durables were somewhat lower, sug- 
gesting that more income had become available for 
soft goods. Yet soft-goods sales were about un- 
changed.2 The rate of saving in the more permanent 
types of saving repositories—savings and loan asso- 
ciations, time deposits, insurance, securities—was also 
about the same in the two periods. But saving in the 
fully liquid form of currency and demand deposits 
was about $4 billion (annual rate) lower® in the first 
quarter of 1954, and saving in the form of instalment 


1A sale of stock by one individual to another would not, of course, 
affect the asset position of the personal sector as a whole. 

2Outlays for services rose relatively sharply, but, even so, the 
income remaining after all expenditures for durables and services 
was $2.6 billion greater in early 1954 than in early 1953. Almost 
none of this increment found its way into soft goods; almost all of 
it turned up in saving. And what little increase appeared in soft 
goods was concentrated in such nondiscretionary areas as food and 
gasoline. 

3Partly because of higher personal tax payments against 1953 
income. 
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Diffusion Index Reflects Business Strength 


As of June, THe CoNnFEeRENCE Boarp’s diffusion 
index continued to reflect business advances on a 
broad front, as eleven out of twelve statistical indicators 
moved ahead. 


® The rising trend of manufacturers’ new orders for 
durable goods carried forward into June. New gains 
were scored in steel, paper, and textile production. 
Average weekly hours in durable and nondurable manu- 
facturing continued upward. Freight carloadings in- 
creased. Industrial stock prices moved higher. And 
the. record of business failures showed further im- 
provement. 


® Residential construction contract awards and 
sensitive commodities prices, both of which evidenced 
weakness during the Spring, turned back up in June. 


® Only nonresidential construction contract awards 
moved downward, for the fourth consecutive month. 

Adding up the month-to-month movements of the 
statistical indicators, the diffusion index for June re- 
corded an average duration of expansion of +4.33 
months, holding around the peak levels which it 
reached in early 1955. (The “diffusion” method of 
summarizing the behavior of these twelve key business 
indicators was described in The Business Record for 
June, 1954; a further critical review of its usefulness 
in business analysis appeared in the issue for June, 
1955.)—M. L. 


debt retirement was roughly $7 billion higher. Instal- 
ment borrowing had thus spread the cash burden of 
the 1953 automobile boom throughout 1953 and 1954, 
just as it is now spreading the burden of the early 
1955 boom into late 1955 and 1956. 


AND SO—SAVING 


Because of the way the personal accounts are 
handled in the national income statistics, there are 
cogent reasons for thinking that, as 1955 works its 
way to a close, the personal saving rate may thus 
be absorbing a substantial part of any continued 
growth in personal income. If and as the use of credit 
extension declines and the repayment rate rises, net 
dissaving in the form of debt incurrence would, of 
course, diminish, perhaps by as much as $5 billion. 
In the national accounts, this would show up as an 
addition to saving, although on a “cash outlay” 


. basis the demands on consumers to meet payments 


on durables would be at least as high as currently, 
and perhaps much higher. 

This is not to say that retail trade in the fall and 
winter months need be poor; it is even consistent 
with a record-high level of total personal consumption 
expenditures. In fact, given the current increase in 
wage rates and the continuing strength of business 
in investment industries, extremely high consump- 
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tion outlays in the last half are a normal expectation. 

It does suggest, however, that if any particular use 
of funds has a head start in claiming the consumer’s 
attention in coming months, it is not soft goods, but 
saving. It is for this reason that the overhang of 
automobiles seems to pose a special problem for the 
soft-goods industries. These industries will apparently 
be faced with massive merchandising efforts of the 
automobile industry on the one hand, and, on the 
other, the increasing need of consumers to conserve 
cash for saving in the form of debt repayment. 


Atsert T. SOMMERS 
Division of Business Economics 


BUSINESS FORECASTS 


General 


Steel (June 20)—“‘Look for business to stay good for rest 
of the year. 


“The steel industry is going at close to full tilt with not 
much of a slowdown in prospect. Autos will start cutting 
back for model changeover, but will be back with a rush in 
the fourth quarter. Construction sets a new record practically 
every week. Personal income is high, and it’s burning a hole 
in consumers’ pockets. No fireman is on the scene; he’s out 
spending, too.” 


Steel (June 27)—“The current business boom will continue 
well into 1956, the United States Chamber of Commerce 
predicts. The chamber basis its forecasts on the thriving 
construction industry, a steady increase in the money supply, 
general recovery of Europe, Latin America and Asia and 
virtually full’ employment in this country. The possibility 
of a continued slight drop in farm income this year and 
indications of labor unrest are cited as among the few soft 
spots in the economy. . . .” 

The Wall Street Journal (June 28)—“Businessmen kept 
pace with the economic upturn by stepping up their spend- 
ing in the first half of this year, the Federal Reserve Board 
saidsh. 31% 

“The Federal Reserve Board analyzed business financing 
in the June issue of its monthly bulletin. The over-all finan- 
cial position of business apparently “continued to strengthen 
in 1955,’ the board commented. 

‘While business outlays for new plant and equipment in 
the first quarter were smaller than a year ago, the board noted 
such spending in the second quarter topped the comparable 
1954 rate by an estimated 6%. Businessmen in the third 
quarter, it forecast, are expected to spend 9% more on new 
plant and equipment than they did in the like period of 
1954. . 

“Credit granted to customers—both consumers and other 
business—probably expanded somewhat in early 1955, the 
report said. The Federal Reserve Board explained these 
accounts generally level off in the first part of a given year 
as consumers pay off their instalment and charge account 
debt. This year the trend is upward, the Reserve Board said.” 

(Continued on page 282) 


TAKING STOCK OF STEEL 


AST SUMMER, steel production was drifting 
L along at a discouraging 63% of capacity. For 
1954 as a whole, output of ingots and steel for 
castings totaled 88 million tons. The drop of almost 
25% below 1953 production was about twice as severe 
as the industry had anticipated at the beginning of 
the year. 

In contrast, steel mills this summer are turning 
out steel for ingots and castings at an unexpectedly 
busy rate. A new monthly production record has 
been set, the normal seasonal lull is nowhere in sight, 
and only unseasonable heat and essential mainten- 
ance stand in the way of capacity operations. Never- 
theless, backlogs continue to build up on the order 
books. The forecast of 95 million tons production in 
1955, which had been common last December, has 
already been revised upward twice—and a new round 
of expansion in steel-making facilities is apparently 
in the works. 

What has evidently confounded forecasts of steel 
production during the past two years has been a rapid 
swing from inventory accumulation to inventory 
liquidation, and back again, which has magnified 
fluctuations in the steel requirements of fabricating 
industries. The steel industry has, of course, wit- 
nessed sharp cycles in demand and in production over 
the years. And there have been instances in the past 
when the installation of new capacity, which was de- 
signed to meet the need for expanding demand, was 
paralleled by a sharp decline in the rate of steel oper- 
ations.. (See chart.) In the light of historical experi- 
ence, it would seem appropriate to ask whether the 
current boom in steel marks a late phase in another 
cycle of expansion, to be followed by a pronounced 
lessening of steel demand in the near future, or 
whether it represents continuing long-term growth in 
the demand for steel products. 


CRITICAL ROLE OF INVENTORIES 


The answer depends on the stability of activity 
among the more important steel-consuming indus- 
tries. It also depends on how much steel is going into 
inventory at the present time. If steel is piling up at 
an inordinate rate in manufacturers’ bins and in 
warehouses, a relatively sharp decline in future steel 
orders, and then in steel production, would seem to 
be inevitable. If, however, the current accumulation 


of steel—in the form of purchased materials, goods 
in process, and stocks of finished durables—is modest 
relative to current and future steel requirements, then 
the near-term outlook for the steel rate is a lot 
brighter. Whether the rate of steel accumulation 
and the level of steel inventories are modest or exces- 
sive depend in turn on the level and trend of activity 
among the major steel-using industries. 
Unfortunately, the level of steel inventories is one 
of the great unknowns of business analysis. Esti- 
mates cover so wide a range that they could support 
almost any judgment as to whether steel stocks are 
in line relative to the rate of steel consumption, or low, 
or high. However, it is possible to approximate the 
direction and rate of change in steel inventories by 
comparing steel consumption in manufacturing indus- 
tries with steel shipments to those industries. Steel 
consumption can be estimated by projecting steel 
requirements, as reported in the 1953 Survey of Manu- 
factures, by activity rates for a detailed breakdown 
of durable goods industries, and then summing for all 
durable manufacturing industries. The difference 
between these estimates of steel consumption and 
steel shipments to durable manufacturers approxi- 
mates the change in manufacturers’ inventories.t 


FLUCTUATIONS IN HOLDINGS 


Comparison of steel consumption and steel ship- 
ments data over the past four and a half years re- 
veals a pattern of sharp fluctuations in steel inven- 
tories. (See chart.) During the first half of 1951, 
manufacturers’ stocks of steel, in various stages of 
fabrication, were built up at a rate of about 1 million 
tons per quarter. This increase in steel holdings 
reflected a sharp uptrend in metal-fabricating activi- 
ties as a consequence of the Korean defense effort. 


1For estimating purposes, shipments to manufacturing industries 
and to steel warehouses were combined to represent the flow of steel. 
The difference between this flow and estimated consumption was 
then taken as the change in inventories, held by manufacturing 
firms and warehouses together. 

The projection of steel consumption data by manufacturing pro- 
duction indexes and the comparison of steel shipments and consump- 
tion involve the matching of statistics that do not relate to com- 
pletely identical industrial areas. The estimates of steel inventory 
change must, therefore, be regarded only as approximations. There 
may well be a consistent bias in the approximations, so that the 
quarterly figures on inventory change should not be cumulated over 
any prolonged period of time into an estimate of the level of steel 
inventories. From quarter to quarter, however, the approximations 
are believed to give a reasonably accurate picture of the process of 
steel inventory adjustment. 
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But accumulation lagged behind the curve of rising 
activity in hard-goods industries, since steel require- 
ments were pressing hard against the ceiling of steel 
capacity. Steel receipts were quickly swallowed up 
in the production process, and the opportunity to lay 
in raw steel was limited as effectively by total supply 
as by government controls. 

Accumulation slackened slightly in the third quar- 
ter, as the operating rate sloughed off during the 
summer months, but increased again to over a million 
tons in the fourth quarter. Over the year, some 4 
million tons of steel found its way into manufac- 
turers’ inventories—an amount that was probably 
considerably less than the metalworking industries 
would have wished. But for eight months of the 
year, steel operations were in excess of rated capacity, 
and averaged 101% of capacity for the year. 

Steel consumption eased slightly durimg the first 
three months of 1952, but consumers, faced with a 
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probable price increase and a possible strike, were in 
no mood to relax their efforts at building up steel 
stocks. The take of steel by manufacturing industries 
was increased somewhat, and inventories mounted by 
1.5 million tons. 


IMPACT OF 1951 ACCUMULATION 


Thus five quarters of energetic accumulation added 
some 5.5 million tons of steel to the supplies of manu- 
facturers (and warehouses). Obviously, not all of this 
was raw steel. Much of it was embodied in goods in 
process and in stocks of finished goods. (Department 
of Commerce figures on the book value of inventories 
among durable manufacturers show a much sharper 
rise in goods in process and finished goods than in 
purchased materials during 1951; and only a very 
slight increase in inventories of raw materials in 
early 1952.) 

The 1952 steel strike, which overlapped the sec- 


Steel operating rate is still pushing against capacity, despite the unprecedented postwar 
expansion in facilities 
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ond and third quarters, forced a net liquidation of 
about 4 million tons of steel over the six months.t 
(The ability to draw upon steel stocks was, of course, 
an important factor in sustaining industrial produc- 
tion during this period. The quarterly rate of steel 
consumption actually declined by about 2.5 million 
tons below the rate in the first quarter. If steel inven- 
tory had not been so abundant when the strike began, 
consumption would have been forced still lower, and 
production in the durable goods industries would 
have been depressed accordingly.) 


BUILD-UP IN 1952-53... 


Going into the latter months of 1952, levels of pro- 
duction in the durable goods industries were 20% 
higher than two years previously, but the level of 
steel holdings by manufacturers was only about 1.5 
million tons higher. Replenishment of steel bins 
must certainly have ranked high on the priority lists 
of purchasing agents. 

With the resumption of steel production, the oper- 
ating rate quickly shot up above capacity, and the 
flow of steel into manufacturing channels was speeded. 
The fourth quarter of 1952 produced the most rapid 
buildup of steel inventories of the 1951-1955 period. 
About 1.7 million tons were accumulated, and an 
additional 1.3 million tons during the first three 
months of 1953. This process of accumulation paral- 
leled a sharp rise in activity among metal-fabricating 
industries, and most of the steel probably went to 
fill the pipelines of production. 

By the second quarter of 1953, however, the rate 
of steel consumption leveled off. But steel shipments 
held high, and inventory accumulation continued at 
the first-quarter rate. In contrast to the preceding 
six months, the second-quarter buildup apparently 
added substantially to stocks of raw steel. (Again, 
the Department of Commerce data showed increases 
in in-process and finished goods inventories during 
late 1952 and early 1953 but no appreciable bulge in 
raw material inventories until April, 1953.) 

By the summer of 1953, nine months of steel 
accumulation had apparently replenished manufac- 
turers’ stocks to the point where further increases 
were unnecessary. Steel shipments were cut back 
sharply, but steel requirements also declined as the 
onset of recession impinged directly upon such major 
steel-consuming industries as ordnance and producers’ 
equipment. The net effect was a further small, and 
almost certainly unintended increase in steel stocks. 


. LIQUIDATION IN 1954 


By the fourth quarter of 1953, shipments had been 
cut back even more sharply than steel consumption, 


IMonthly data would, of course, show accumulation in the months 
immediately preceding and following the strike, and a sharper rate 
of steel liquidation during June and July. 


and the painful process of inventory liquidation was 
begun. During those last three months of the year, 
relatively little steel was worked off. But the rate 
of liquidation increased in early 1954, and reached 
almost 2 million tons in the third quarter. There was 
some further working off of steel inventories in the 
fourth quarter, but this was-probably owing more 
to the relatively rapid rise in industrial activity, and 
therefore in steel] consumption, than to any deliberate 
desire by metal fabricators to run down stocks fur- 
ther. During the fifteen months when steel consump- 
tion consistently ran ahead of steel receipts, manu- 
facturers’ inventories were reduced by almost 4 mil- 
lion tons. A major part of the 1952-1953 buildup was 
thus consumed in 1954 production. 

The process of inventory adjustment was sharply 
reversed again at the beginning of this year. In the 
first quarter, about a million tons of steel were added 
to stock, but in view of the continued increases in 
durable goods activity, the additions must have rep- 
resented no more than a normal swelling of in- 
process inventories. In the second quarter, accumu- 
lation totaled about 1.3 million tons, but still as part 
of the rounding out of production rather than any 
sharp buildup in supplies of raw steel. Measured 
against the scope of the inventory correction in 1954, 
additions to steel inventories during the first half of 
1955 appear to have been modest. Measured against 
the spectacular production gains in the metal-fabri- 
cating industries, they can hardly have built up— 
stocks to a precarious level. | 


CYCLES IN USE AND STOCKS 


But the significance to steel production of changes” 
in steel inventories is not limited to instances of vio-— 
lent excesses of accumulation or liquidation. While 
it is true that a change in the rate of inventory is” 
usually small compared with total steel consumption — 
itself, the change in inventory can be appreciable 
compared with the change in steel consumption. In- 
ventory accumulation in the second quarter of this 
year amounted to only 6% of total steel consumption, 
but it accounted for more than half the increase in 
steel shipments between the first and second quarters. 
Thus the process of steel inventory adjustment can 
bear heavily on the steel operating rate. (See chart.) 

The adjustment of steel inventories to trends in 
manufacturing activity tends to combine with con- 
current steel consumption changes, and thereby mag- 
nifies their effect on steel production. The severe 
impact of the relatively mild 1953-1954 recession upon 
the steel industry can be traced to this combination, 
since the sharp decline in durables production was 
exaggerated by a swing from accumulation to liqui- 
dation of steel inventories. In the second quarter of 
1953, the steel operating rate was 97%; at the same 
time, steel inventories were being built up at a rate 
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of 1.3 million tons per quarter. In the third quarter 
of 1954, the steel rate fell to 65%, as 1.9 million tons of 
steel inventory were consumed. The swing of 3.2 
million tons in steel inventories was responsible for 
about eleven points of the 33-point decline in the 
steel rate. 

As the steel rate climbed back to 95% of capacity 
in the second quarter of this year, about ten points 
of the 31-point gain was owing to the swing from 
liquidation to accumulation at a 1.3-million tons 
quarterly rate. 


THE UPTURN IN STEEL ORDERS 


The trend toward accumulation of steel inventories 
since the beginning of 1955 has been paced by expan- 
sion of steel consumption on an increasingly broad 
front. The boom in construction activity, the hectic 
rate of automobile assembly, the revival in business 
equipment outlays, and the spurt in freight-car orders 
have, in turn, added to the rising demand for steel. 
By May, steel consumption in durables manufacturing 
was greater than in any month in 1953. It is note- 
worthy that the recovery in steel consumption has 
assumed such massive proportions without the fillip 
from defense activity that marked the production 
surge from mid-1952 to mid-1953. 

The impact of the recent gains in various manu- 
facturing activities upon the steel industry has not 
been an even one. This reflects the uneven rates of 

ecovery among durable goods industries, and differ- 
nces among them in the ratio of steel requirements 
o value added in manufacture. The fabricated metals 
industry, for example, which has lagged behind most 
ther durables industries in the 1955 recovery, is a 
relatively heavy consumer of steel. It consumed 
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about twice as much steel in 1953 as did the transpor- 
tation equipment industry, relative to their weights 
in the Federal Reserve production index. 

Nevertheless, the transportation equipment indus- 
try, owing largely to the burst of automobile assem- 
blies, has provided the steel industry with its most 
important flood of new orders. Steel consumption 
in the output of transportation equipment was 1.5 
million tons greater during the first five months of 
1955 than in the same months a year ago, and more 
than one-third million tons above requirements dur- 
ing January-May, 1953. The recovery in steel con- 
sumption among other durable goods industries has 
been less striking and generally falls short of 1953 
peak levels. (See chart.) 


AREAS OF DEMAND STRENGTH 


The uneven rates of recovery among the metal- 
fabricating industires have also affected the composi- 
tion of steel shipments in terms of products. The 
automobile industry, which took 18.7% of all ship- 
ments in the first quarter of 1953 and 18.6% in the 
first quarter of 1954, took 24.7% in the first three 
months of this year. Reflecting the heavier impact of 
automobile demand, shipments of steel sheets and 
strip rose from 32%-33% of total shipments in early 
1953 and 1954 to 40% in the first quarter of 1955. 
And sharp increases in the demand for certain classes 
of steel products, such as flat rolled items, placed addi- 
tional pressures upon capacity, over and above the 
gross tonnage mounting on order books. 

In contrast with burgeoning automobile demand, 
the lag in railroad and machinery activity during the 
early part of this year meant a decline in the relative 
importance, compared with former years, of plates, 
among other products. Both these sectors, however, 
promise to perk up in the months ahead, following the 
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spate of machine-tool and freight-car orders in May 
and June. It is estimated, for example, that the 45,- 
000 new freight cars recently programmed by the rail- 
road industry will require more than a million tons 
of steel. 

Looking further ahead, the steel industry can 
count on increased requirements for pipeline construc- 
tion, and probably for expanded school and highway 
construction. The latter programs were log-jammed 
in recent sessions of Congress, but they may break 
loose in 1956. 


ROADMARKERS AHEAD 


With no signs of flagging demand from present cus- 
tomers, and new steel requirements fighting for a 
place on order books, near-capacity operations seem 
assured for the months immediately ahead. Under 
such circumstances, the amount of steel finding its 
way into inventory will probably be limited to an es- 
sential buildup of working stocks, as long as expan- 
sion in industrial activity continues. But while 
the buildup of steel inventories during the first half of 
this year is not obviously excessive, continued accu- 
mulation at the current rate, without continued ex- 
pansion in industrial activity, could raise steel inven- 
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tories to precarious levels. And a downturn in steel 
consumption next year, even one of slight proportions, 
but coming after four or more quarters of inventory 
buildup, could bring about an abrupt reversal in the 
inventory process. 

In such a case, the impact on steel production could 
again, as in the past, be severe. 


Muiton Lieton 
Division of Business Economics 


BUSINESS FORECASTS 


(Continued from page 277) 


American Metal Market (July 6)—‘‘Secretary of Commerce 
Sinclair Weeks announced that a midyear survey of major 
industries indicates that they will achieve new all-time high 
production and sales records in 1955. . . . ' 


‘A similar survey at the start of the year indicated a gen- 
eral high level of production for the year, but steel, auto- 
mobile, construction, aluminum, chemicals, rubber, and 
others have far exceeded the estimates made then.” 


The Demand and Price Situation (July 22)—“The second 
quarter of 1955 was the most productive quarter in history. 
Output of goods and services apparently totaled around a 
$383 billion rate compared with $375 billion in the first 
quarter. The Federal Reserve Board’s index of industrial 
production was at a level of 138 (1947-1949=100) in May 
and rose to 139 in June; both months were records. Manu- 
facturers’ sales rose in May to an all-time peak of $26.5 billion 
and manufacturers’ new orders, after declining slightly in 
April, rose by more than 6% during May. A record 64 mil- 
lion persons were employed in June and unemployment did 
not show the usual seasonal rise from May. Business expendi- 
ture for new plant and equipment in the second quarter was 
at an annual rate 9% above the first quarter, and further 
increases are scheduled for the third quarter. New construc- 
tion outlays set a record in June. Incomes are at peak rates 
and retail sales continued to rise in April and May to new 
high levels.” 

Steel (July 25)—“Business has come a long way in a year. 
Use almost any standard of measurement and, except in a 
few scattered instances, you'll find gains of 5% to 10%— 
sometimes more. All in all, 1955 is stacking up as a record 
year.” 


Agriculture 


The Wall Street Journal (July 12)—“‘The country’s farms 
are bulging with enough crops to make 1955 the second most 
bountiful year on record, the Agriculture Department 
reported. 

“Tn its first comprehensive look at this year’s output, the 
department said 1955 production as of July 1 looked like the 
biggest since 1948’s record production, despite government 
controls aimed at taking about 5% of last year’s cropland 
out of production. 

“«.. . production this year will amount to 104% of the 
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THE MAKINGS OF A TAX CUT IN 562 


payers. Recent speculation that next January’s 
federal budget (for fiscal 1957) will present the 
happy combination of balance between receipts and 
expenditures plus a cut in taxes in 1956, or certainly 
in 1957, no longer belongs to the realm of conjecture 
but is rapidly becoming a strong probability. 
Preliminary budget results for the past fiscal year, 
released the end of last month, reveal trends that 
are being reinforced by the strength and momentum 
of the current upsurge in business activity and in- 
comes. Together, these provide a strong case that when 
the next year’s budget, now in its initial stages of de- 
termination, is finally sent to Congress, it will be a 
welcome one. Fiscal prospects, aided and abetted by 
the obvious bipartisan political acceptability of tax 
reduction in an election year, indicate that even the 
President’s firm dicta that budget balancing must 
precede tax reduction may be satisfied by the time 
January rolls around. 


A COMPOSITE OF PROBABILITIES 


The budget is always a composite of probabilities 
for the long term, reflecting on its revenue side the 
state of business and economic activity, and on the 
outgo side the requirements of hundreds of diverse 
national and international responsibilities. Recent 
experience has proved more often than not that 
almost anything can upset advance estimates—and 
that something usually does. Still, some of the prin- 
cipal determinant trends can now be fairly clearly 
identified. Barring major upheavals, they indicate 
the path ahead lies in the direction of budget sur- 
pluses and tax relief, with relatively few detours. 

Under the first fully prepared budget of the pres- 
ent Administration, the 1955 fiscal performance, al- 
though worse than initially expected a year and a 
half ago, came out better than seemed probable as re- 
cently as last January or September (see chart). Its 
significance now is its bearing upon the 1956 outlook. 

It has virtually become traditional budget-making 
policy in recent years, wittingly or unwittingly, to 
underestimate receipts and overestimate expenditures, 
so that the final result tended to be more pleasant 
to swallow. But in 1955, revenues didn’t quite come 
up to preliminary guesses, principally because busi- 
ness activity in 1954, and therefore corporate income- 
tax payments, fell below expectations. In addition, 


L LOOKS LIKE good news in the offing for tax- 
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Congress dropped excises $1 billion. However, tax 
receipts from individuals and from other sources were 
remarkably constant, closely bearing out official fore- 
casts. Outlays, on the other hand, fell only 2% below 
estimates made a year and a half earlier. The re- 
sulting deficit was $1.3 billion higher than expected. 
Compared with the preceding year, both sides of the 
ledger showed declines—expenditures down $3.3 bil- 
lion from 1954, as spending retrenchment made fur- 
ther gains; and receipts down $4.4 billion, principally 
because of tax reduction early in calendar 1954. 


THREE TYPES OF BUDGETS 


Of the three types of budgets recording the gov- 
ernment’s current finances, the conventional admin- 
istrative budget and the cash budget showed larger 
deficits ($4.2 billion and about $2.1 billion, respec- 
tively) , compared with the preceding year. Although 
data for many of its components are not yet avail- 
able, the federal account on an income-and-product 
basis probably showed considerable improvement.! 

On the expenditure side, it is not surprising that 
the big story of economies in 1955 occurred in defense 
—which accounted for two thirds of all outlays. In 
fact, defense spending declined enough to offset a 
net rise in other expenditures over 1954. The decline, 
however, failed to reach the expectations of as recent 
as last January, and outlays, chiefly by the Air Force 
and the Army, ended up $500 million higher than had 
been estimated.2 During 1955, defense costs showed 
relatively little change in trend. Monthly outlays 
repeatedly fell within the narrow range (for a pro- 
gram of such size, diversity and big-ticket items) of 
$3.4 billion and $3.5 billion. Outlays in April and 
May of this year were almost the same as those of 
the initial months of the year, giving strong evidence 
of stability. For the time being at least, the post- 


1The federal budget on income-and-product account differs prin- 
cipally from the conventional budget in that business taxes are 
measured on an accrual rather than a collections basis and in that 
the surplus or deficit of social insurance funds are included. For 
purposes of current analysis, the income and product account is often 
more meaningful since its data are consistent with other national 
income and product data, and because its accrual basis tends to 
show more quickly the effect of changes in economic activity upon 
federal revenues. 

"Defense Department spending, partly under the influence of 
pay rises in the later months of fiscal 1955, actually exceeded Janu- 
ary, 1955, estimates by $1.5 billion. Decreases of $624 million in 
foreign military aid, $194 million in atomic energy, and $192 million 
in stockpiling held the net security rise to $463 million over January 
predictions. 
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Korean adjustment seems to have run its course and 
has settled down for the “long pull.” 

Nondefense spending similarly showed much item- 
by-item stability compared with 1954. Some areas, 
like the postal deficit or veterans’ benefits, showed 
increases of a secular nature, as the volume and cost 
of public activity continued to rise with population 
growth, aging, or other long-run determinants. In 
other areas, more temporal forces were at work. 

The major cost increase, both over 1954 and over 
January, 1955, estimates, came in agricultural price 
supports. At $3.4 billion, they were up $1.9 billion 
from 1954 and more than $1.2 billion above the expec- 
tations of only six months prior to the end of the 
fiscal year. Housing, farm credit and conservation, 
and highway aids also recorded rises over 1954. On 
the down side were foreign economic aid, civil public 
works, interest payments, TVA outlays, atomic 
energy, and a variety of smaller spending programs. 


REVENUE TRENDS MORE DRAMATIC 


More dramatic are the trends revealed on the rev- 
enue side. Of these, the widest swing and greatest 
impact on budget position came from the corporate 
income tax. Owing to the lag in business-tax pay- 
ments (in fiscal 1955 they roughly represented all of 
calendar 1954 liabilities and 10% of 1953 liabilities) , 
the drop in before-tax corporate profits from the $38.3 
billion of 1953 to $34 billion in 1954 showed up 
sharply in a $3.3-billion decline in corporate tax re- 
ceipts.t In addition, Treasury revenue from corpora- 
tions was cut by 1954 changes in the Revenue Code, 
including the new depreciation provisions and the 
later repealed treatment of prepaid income and future 
expense reserves. 

Individuals provided only $700 million less in taxes 
in fiscal 1955 than in 1954, even though they bene- 
fited from a $3-billion tax-rate cut and some $800 
million of concessions in the Code revisions. The 
offsets came through a steadily accelerating rise in 
personal income levels, dating back to the beginning of 
calendar 1954. This is because tax withholding makes 
personal tax receipts respond more quickly to an 
uptrend in income than do corporate tax receipts. 
(On the average, about a three-month lag occurs 
between paycheck withholdings and their deposit 
in the Treasury.) While the change in aggregate 
personal income between calendar 1953 and 1954 
was only $1.4 billion, the sharp upturn since 1954 
widens the same comparison for the fiscal years 1954 
and 1955 to an increase of $6 billion. 

These trends in corporate and personal income 
taxes largely determine today the budget’s revenue 


1Precise interpretations of year-to-year tax receipts data are 
obscured by recent changes in collections methods, both for cor- 
porations and individuals, and by the effects of the many changes 
made in the 1954 Internal Revenue Code. For corporate taxes, allow- 
ance must also be made for the expiration of EPT with the end of 1953. 


outcome, accounting as they do for four fifths of all 
receipts and at the same time representing the area 
of major revenue volatility. Of the $4.4-billion de- 
cline in 1955 receipts, for example, $4.0 billion came 
from these two sources. Another $800 million is at- 
tributable to last year’s unbudgeted excise tax cuts 
and some $100 million from added tax savings in the 
new Code over Treasury anticipations (minor in- 
creases in other receipts partly offset these losses) . 

With a minimum of assumptions and the projection, 
even at less favorable rates, of these 1955 trends (par- | 
ticularly those evident in the latter months) , a modest 
budgetary surplus for the current fiscal year and a 
wider one for 1957 become likely. 

While both sides of the 1956 ledger contain their 
full quotas of imponderables, the expenditure side pro- 
vides at this point more enigmas. Such is necessarily 
the case until the government-wide task of reviewing 
program requirements and projections is completed 
and until the task of readjusting and reevaluating 
them after final Congressional action on their appro- 
priations can be accomplished. (The latest official esti- 
mates, published last January, were in some cases 
based on prospects of a year or more ago.) 

The expenditure outlook revolves primarily 
around three factors—defense, outlays for open-end 
or relatively uncontrollable programs, and the ex- 
tent to which the secular rise in nondefense outlays 
are offset or held in check by economies or manage- 
ment improvements within the programs and else- 
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where.t While the enigma of defense today differs 
from that of previous years—no longer being either 
the question of how much of a broad rise it would be 
taking or, more recently, of how much of a sharp 
drop it would experience—it still remains a $40- 
billion uncertainty. 

The zephyrlike breezes recently blowing across the 
cold war front have raised the obvious question of 
the necessity for continuing $40-billion-a-year worth 
of thermonuclear preparedness—the long-pull cost 
level in official plans. Any downward readjustment 
on this score will, moreover, first have to compensate 
for apparent underestimation of current costs. 

The 1955 rise of a half-billion dollars over official 
estimates in defense outlays within the short period of 
six months has also tended to cast in a different light 
the prospect of saving some $1.75 billion in 1956. In 
the initial estimates, approved requirements of the 
three Services were subjected to an unallocated reduc- 
tion of $1.75 billion in unspecified economies. These, 
the Secretary of Defense felt, last January, would be 
realized in 1956 on the basis of past experience but 
could not be then specified. Thus far there has been 
little to indicate that savings of such dimensions have 
yet been found or sighted. 

To the contrary, recent revelations of advances in 
Soviet air power and performance have been fol- 
lowed by acceleration in aircraft production sched- 
ules. (Entirely apart from this stepup which, owing 
to the time factor, could not yet be reflected in 
budget costs, Air Force spending in 1955 was $1 billion 
higher than the January forecast.) Among other con- 
siderations, the possibility exists that developing po- 
tentials and implications of air and nuclear power 
could fundamentally alter the present core of defense 
planning, bringing a halt to present heavy reliance 
upon stand-by capacity and mobilization of men and 
materials after the beginning of hostilities. 


STATUS OF DEFENSE BUDGET 


Strategic planning, instead, some now argue, ought 
to be based on the assumptions that even quick 
availability is no longer a source of strength and 
that the outcome of future hostilities may be largely 
determined by the on-hand, immediately usable forces 
and weapons capable of delivering a “Sunday punch.” 
With two thirds of the 1956 defense budget devoted 
to air power and related programs, and with two thirds 
of planned major procurement designed to support 
them, any revisions in plans along these lines could 
profoundly affect defense costs. The $34 billion 
budgeted for Defense Department outlays in 1956, 
and the additional $6.5 billion estimated for other 
security programs could thus go either up or down, 


1Between 1954 and 1955, for instance, nondefense outlays rose 
from 31% to 36% of all budget expenditures, or from $21.2 billion 
to $23.4 billion. 
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but with the strong probability that any change 
will be small. 

Any increase within the ten months remaining in 
the current fiscal year will likely be small because of 
the very nature of modern armaments. Acceleration 
does not come about overnight, with average time 
lags of eighteen to twenty months, even more for 
some items. But in a program of the size of national 
defense, modest rises can occur, almost from the 
element of chance. The major part of the govern- 
ment’s estimated $54-billion carry-over into the cur- 
rent year represents defense orders outstanding, the 
progress and eventual final delivery of which are sub- 
ject to many variables. 

Similarly, any possible changes on the downside for 
defense are also likely to be small. Both recent per- 
formance and official comment suggest that the 
“easy” fat has been sliced out of the defense budget 
and that the post-Korean review and downward 
adjustment of stocks and reserves is over. In 1956, 
the Defense Department, in fact, may end up with 
more funds to put out on order than it had in 1955. 
Its 1956 appropriations, requested at $3 billion above 
1955, received kid-gloved treatment from Congress. 
Depending upon the amount of unobligated funds 
carried over into 1956 and upon reappropriation of 
prior-year money, final tabulations may show more 
funds actually available for spending than in 1955. 


NONDEFENSE AREA POTENTIALS 


In the nondefense area of the budget there is simi- 
larly no shortage of potentials for higher spending 
levels. Cost projections for open-end programs, such 
as farm price supports, veterans’ benefits, and others 
where—once laws are enacted—the spending impetus 
comes from private sources, can annually be little 
more than estimates. One of the largest forces in the 
deterioration of the 1955 budget, for example, was its 
initial underestimate of price-support costs. 

For 1956, despite lower support levels now effective 
for major commodities, the estimated $1 billion of 
net cost looks overoptimistic, especially when com- 
pared with the final cost of some $3.4 billion in 
1955. The gradual transition to flexible price sup- 
ports, moreover, is officially expected to have little 


- effect on 1956 costs. Depending upon estimates of 


probable sales of government-held stocks and farmer 
resort to supports this year, some upward cost revi- 
sion is now probable. 

Veterans’ aids and benefits, another major open- 
end program, can also be expected to rise under the 
secular influence of an aging veterans’ population, 
bringing more pension applications and a growing pa- 
tient load for veterans’ hospitals and medical pro- 
grams. 

Much of the budgetary impact of other open-end 
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programs, notably in housing but including also price 
support, has recently been reduced by a policy of 
shifting reliance to private investors. “Easy” money 
conditions and strong demand for such investments 
contributed to its success. With the interest rate 
curve now shifting to a higher level and little dearth 
of other profitable investment outlets, the policy may 
find tougher going. If so, then more of the gap will 
have to be filled from the public coffers. 


POSSIBLE POSTAL DEFICIT RISE 


A more concrete increase, by all present prospects, 
lies in postal costs, where the official expectation of a 
$150-million larger deficit than foreseen in January 
has already been revealed. Congress provided its now 
almost perennially negative answer to the equally per- 
ennial White House request for postal rate increases, 
embellished this year by an addition to the annual 
deficit in the form of pay increases for postal em- 
ployees. 

Other relatively certain budget increases will stem 
from the 1954 boost in highway grants to states, 
effective beginning in 1956. Interest costs on the 
$274-billion public debt are similarly headed upward 
with the recent firming in the interest rate structure. 
Current and future budgets, too, must reflect pay rises 
to government employees, handed out by Congress 
at its last session, that were far above budgeted figures. 

With Congressional action on appropriations not 
completed as this was written, comparison with the 
amounts requested in the 1956 budget was not yet 
possible. As the session neared its close, however, the 
odds were strong that the net reduction by Congress 
would be small and its effect on 1956 spending negli- 
gible, partly because an estimated 40% of actual 
1956 outlays will derive from funds already provided 
in prior years. At best, Congressional cuts may 
amount to something under 5% of the $55 billion re- 
quested by the President.1 

The familiar story of no scarcity of pressures for 
more spending can be similarly documented in other 
areas, with the result that 1956 and 1957 budget cut- 
ting, as usual, will be no easy task. Against such 
forces must be matched planned but relatively mod- 
est reductions in foreign economic aid, education, con- 
servation, agricultural nonprice support outlays, and 
merchant marine and housing aids. While no dollar 


1Until final details are in, any rough summary of the effect of 
Congressional action can be misleading and without any particular 
significance, for appropriation cuts do not necessarily result in ex- 
penditure savings. Unobligated funds from previous years now re- 
appropriated or reauthorized and which otherwise would have 
lapsed and other bookkeeping devices tend to obscure the situation. 
So does the existence of prior-year balances and its parallelism— 
that’many 1956 appropriations will not actually be spent until 1957 
or later. Other apparent Congressional savings often represent 
nothing more than disagreement with Executive estimates of require- 
ments under fixed or open-end activities which, unless laws are retro- 
actively repealed, can only result in deficiency requests later on if 
the Executive figures turn out to have been more accurate. 


figure could now be assigned to the continuing effort 
toward better management and further operating 
economies, the record of recent years reasonably leads 
to the expectation that further offsets to higher 
costs for programs such as those noted above will 
also be found. 

The expenditure outlook, then, adds up to one of 
relative stability, of slow change, and of a complex 
of potentially offsetting pluses and minuses. The 
more dynamic element in the outlook lies on the 
revenue side. Receipts for the fiscal year 1956 hap- 
pen to present far less of an enigma today than do 
expenditures, dependent as they largely are upon 
corporate and personal income levels in preceding 
time periods. 

Thus, from the Treasury’s point of view, the lag of 
its receipts behind taxpayer earnings means that 
much of its 1956 “take” is already determined. And, 
with the income trends still moving upward and only 
the initial impact of summertime wage boosts yet re- 
flected in the data, little doubt can exist over the 
near-term revenue outlook. A higher tax base in 
1956 is virtually assured. 


CHANGES IN CORPORATE SECTOR 


The most striking change in 1956 will lie in the 
corporate sector, barring anything but a highly im- 
probable, abrupt reversal of recent experience. Most 
of the $18.3 billion in corporate income taxes which 
flowed into the Treasury in the past fiscal year was 
derived from a profit-before-tax level of $34 billion. 
In this calendar year (the income period upon which 
most of 1956 fiscal taxes will be based), first-half 
profits, before taxes, were up to a seasonally adjusted 
annual rate of $41.7 billion and accrued tax liability 
to $20.9 billion. Thus the $38.5-billion profit assump- 
tion for calendar 1955, and the resulting tax estimate 
of $17 billion for fiscal 1956—the figures used in the 
January estimate for 1956—have been outdated vir- 
tually since the time they were published. With 
an effective rate of taxation of 50%, the Treasury 
stands to benefit handsomely from its portion of 
rising corporate earnings. Assuming no change in 
current profits levels, a minimum increment in the 
vicinity of $3 billion to initial corporate tax expecta- 
tions seems possible, plus, of course, half of any 
further rise. 

From the Treasury’s viewpoint, there are several 
minus factors when the corporate tax picture is com- 
pared with 1955. Looking at tax payments rather 
than tax accruals, with the end of the Mills plan the 
Treasury this year suffers an automatic cut in re- 
ceipts, amounting to about $2 billion (on the basis 
of the officially assumed $38.5-billion profit rate). 
For the previous five years, as tax payments were 
shifted to a more nearly current basis, an additional 
10% of each year’s liability was moved forward and 
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paid during the previous year. Another series of 10% 
advances in payments by corporations will begin 
this year, but the change in payment occurs within 
the same government fiscal year and thus does not 
change the fiscal flow of Treasury receipts.1 

Although personal incomes have recorded a simi- 
larly sharp jump in the first half of this year over 
1954, rising $9.4 billion at seasonally adjusted annual 
_ rates, the tax implications are not quite so simple. 
A priori, the size of the tax increment accompanying 
a rise in income obviously is influenced by such fac- 
tors as distribution by tax brackets, the type of added 
income received, and other determinants. In addi- 
tion, year-to-year comparisons and any fixed past rela- 
tionships between income levels and tax take are cur- 
rently obscured by the many changes made in the 
tax base last year, affecting both size of base and its 
relation to total income. 

In any case, it is clear that the estimates used in 
preparing the 1956 budget—a $298.5-billion personal 
income level for the current calendar year and $32.5 
billion of personal taxes for the fiscal year—are now 
as outmoded as are the corporate profit and tax as- 
sumptions (see chart). Preliminary second-quarter 
estimates place the annual rate of personal income at 
$300.3 billion, above the full-year rate used to com- 
pute the January tax estimates and also above the 
rate implied for the second half of the year by the 
actual first-half performance. Even a rate of increase 
in the latter half of this year considerably more mod- 
est than the rather sensational boosts of the first and 
second quarters would bring total income for the year 
to the neighborhood of $300 billion or $301 billion and 
bestow upon the Treasury a corresponding increment 
in personal income taxes. 


IMPACT OF REVENUE RISES 


This rise in tax receipts is, of course, already visible. 
It shows up clearly in tax withholding receipts, re- 
sponsive to income changes with only about a three- 
month lag in the collections process. Withholdings, 
moreover, are closely keyed to the more dynamic 
element in personal income—its wages and salaries 
component. First- and second-quarter calendar-1955 
withholding receipts, reflecting the modest $2 billion- 
$3 billion gains in fourth- and first-quarter wages and 
salary rates, were up over $300 million each—and at 
levels which, incidentally, approached that of the first 
quarter of 1954 when the 1954 10% tax cut had not 
yet taken hold. 


1Other relatively minor and partially, at least, offsetting forces 
will also operate upon business tax returns. Accelerated amortization 
of defense facilities will cause the Treasury to lose $100 million more 
from this plan than it did in 1955. This loss, however, may well be 
offset by payments now due because of retroactive repeal earlier this 
year of the 1954 tax relief granted reserves for future expenses and 
prepaid income. How much these additional liabilities may be has 
been the subject of widely differing estimates, ranging from less than 
$100 million to “well over’ $1 billion. 
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The impact on the Treasury of the nearly $6- 
billion estimated second-quarter rise in wages and 
salaries, moreover, still lies ahead, as do both the in- 
come and tax-receipt effects of the wage rises just be- 
ginning as the second quarter closed. Despite 1954 
tax reduction and revision, the Treasury actually 
took in as its preliminary, first-instalment windfall 
from the current boom over $500 million more in 
withheld taxes during this year’s second quarter than 
in the same period last year, with the major portion 
of the revenue increment still in the future. 

Thus the effect merely of income rises to date will 
drastically alter revenue expectations for the third 
and fourth quarters and, together with revised quar- 
terly nonwithheld tax payments, even affect receipts 
early in calendar 1956. Any further income incre- 
ments above present levels will similarly bear fruit 
for the federal budget, though at a probably slower 
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rate, as higher incomes push taxpayers up higher 
within given brackets and no longer, for previously 
unemployed, bring new taxpayers into the fold. 

For the budget outlook as a whole, the January 
estimate of a $2.4-billion deficit by next June is con- 
sequently headed for downward revision. On a 
cash basis, where a slight surplus in 1956 was antici- 
pated, a rise is correspondingly indicated. The 
budget’s principal unknown, apart from the future 
strength of the current upsurge in income, is the net 
expenditure change which will emerge from the com- 
plex forces pulling and tugging on the public purse. 

With a possible $1-billion to $2-billion rise in per- 
sonal taxes, perhaps a $3-billion to $4-billion addi- 
tion to present official corporate tax expectations, 
and more modest rises in excises and other receipts, 
even moderately higher expenditures in 1956 might 
still provide leeway for tax reduction, if not next 
year then certainly effective with calendar 1957 (a 
probability, incidentally, which might be fortuitously 
timed to provide stimulus when the momentum of 
the present upsurge begins to falter). If the more 
favorable position of the cash budget is employed 
as the justification for passing on tax savings, as 
it was in 1954, the case for 1956 tax action can be 
even stronger. Any sharp reduction in defense costs 
or further “buoyancy of the revenues,” as the momen- 
tum of the 1955 boom carries over into 1956 and wage 
and salary increases spread, would serve to make tax- 
savings prospects even clearer. 

From trends such as these there also emerges the 
outline of the direction and force of Federal Govern- 
ment operations upon the economy over the near 
term. This past year, government’s role ranged from 
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one of neutral to moderately inflationary stimulus, de- 
pending on whether a cash or administrative budget 
is the criterion! (and more on the inflationary side 
when such nonbudgetary activities as 1954’s liberal- 
ization of housing aids and guarantees are taken into 
account). But as fiscal 1955 came to a close and 1956 
began, the trend was swinging sharply in the direction 
of deflationary impetus, again more so if nonbudget- 
ary and monetary factors are added into the balance 
sheet. On an accrual or income-and-product account 
basis, the latter months of 1955 actually brought a 
sharp reduction in the rate of deficit, if not the emer- 
gence of a surplus, as federal tax accruals headed up 
and crossed the curve of current spending (in calen- 
dar 1954, for example, the deficit on this basis was an 
estimated $6.5 billion). 

In both the conventional budget and, to a lesser 
extent, in the cash budget, there will still be the 
seasonal forces at work. In the conventional budget, 
as the chart on this page indicates, the first half of 
fiscal 1956 will still exhibit the substantial deficit 
rate annually implicit in present tax collection 
methods. Through next January, the cumulative 
deficit will mount to $8.8 billion, turning to surpluses 
in February and March and again in June? 

The decreasing, although still sizable, role of gov- 
ernment in the market place shows up in another 
analytical approach. Recent rises in private output 
and spending have brought about a decline in the rela- 
tive share of total output taken by government, even 
though the absolute amount of federal purchases of 
goods and services over the past year has fallen only 
slightly. From 15.5% of total national output in fiscal 
1954, federal outlays were down to 12.5% in the year 
ended last June 30. In the final quarter of that fiscal 
period, they were running at an annual rate of but 
11.8%, well below the recent 16.5% peak of the 
second quarter of 1953. 

These trends, above all the windfall being har- 
vested by the Treasury from surging corporate and 
personal incomes, set the stage for 1956 surpluses in 
government accounts—quite possibly in all three 
accounts: conventional, cash, and income and prod- 
uct. And these, in turn, if government is to play a 
neutral or “balance-wheel” role in economic affairs, 
pave the way for tax concession both under traditional 
theory and presently observed national policy. 


Tueopore R. GatsEs 
Division of Business Economics 


1The more comprehensive cash budget account is generally con- 
sidered as having greater economic significance, reporting as it does 
the flow of funds between the public and the government and ex- 
cluding the noncash and intragovernmental transactions included in 
the Administrative budget. : 

2The monthly deficit figures of the chart are based on the unrevised 
January, 1955, estimate of a final deficit of $2.4 billion. Though the 
total is now obsolete, except for the marginal months the seasonal 
pattern should closely resemble that shown in the chart. 
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FINANCIAL NOTES 


AND FOOTNOTES 


community—or at least in some sections of it-- 

about the rate at which bank credit has been 
expanding in certain directions has evidently spread 
to Washington. Or perhaps it developed in both 
places simultaneously. At any rate, several govern- 
mental agencies have taken concrete, if quite modest, 
steps of a restrictive nature. 

The Veterans’ Administration has announced that 
a small down payment would be required on certain 
mortgage loans where none at all had been asked in 
the past, and that somewhat higher down payments 
would be necessary in certain other cases. The term 
of the mortgages has been shortened, too. Precisely 
what, if anything, has been done about other extra- 
ordinarily easy terms is not altogether clear. FHA 
lending has been correspondingly “tightened up.” 

The Federal Reserve has taken action in the form 
of increases in the discount rate—the rate at which 
the individual Federal Reserve banks will lend to 
member banks. In no instance, however, has the 
Increase been greater than one half of a percentage 
point. By contrast, The Bank of England raised its 
rate twice within a month early this year, first by 
a half and then by one percentage point. 

The recent offerings of Treasury obligations seemed 
to some observers to be admirably arranged to per- 
mit the Reserve authorities to lend a hand to the 
Treasury without taking action that would have too 
much direct effect upon the money market in general. 

This concern in official quarters is understandable 
enough. The general business boom continues with 
remarkable vigor. The First National City Bank 
of New York in its July Letter well expressed what 
is in the mind of a number of observers: “ .. . the 
recovery has reached a point from which it might 
take an unsound and eventually harmful turn, and 
. . . private and public economic policies should be 
reviewed with the object of checking boom tenden- 
cies and maintaining the stable prosperity which 
has been enjoyed up to this time.” The Letter 
had already remarked that “the nation has just round- 
ed out the best half year in its business history, and 
is starting the second half-year not only with produc- 
tion, employment, purchasing power, and consump- 
tion at record levels, but also with bullish expecta- 
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tions perhaps more widely spread than at any previous 
time during the recovery.” 

The growth in commercial, industrial and agricul- 
tural loans has kept pace. Through the week of July 
20, loans by reporting banks to petroleum, coal, 
chemical and rubber companies, for example, rose $330 
million from the first of the year, as against a decline 
of some $46 million during the corresponding period 
last year. Textile and related borrowers during the 
same period of time enlarged their loans by $237 
million, against about $84 million last year. Sales 
finance companies were $536 million more deeply in 
debt to these banks. Their borrowing from these in- 
stitutions in a comparable period last year declined 
about $200 million. Loans to public utility and trans- 
portation enterprises rose $359 million, against $55 
million last year. 

Nor did the authorities taking these steps have 
much evidence of any tendency to slow down. During 
the five weeks ended June 29, 1955 (the period cov- 
ered by the latest “monthly” report on the subject), 
public utility and transportation companies increased 
their borrowings from these banks by no less than 
$242.5 million, and construction companies by some 
$64 million, both the largest monthly increments 
since the series started in 1951. The increase of 
$238.7 million for sales finance companies was the 
largest since December, 1952. Metal and metal 
products companies, which in June of last year con- 
tracted their indebtedness to these banks by $305.7 
million, enlarged their borrowing this year by almost 
$70 million. 

Various money market rates have begun to reflect 
restrictive action by the authorities and the general 
conditions which prompted it. Bond yields have been 
rising. The “prime rate” at the banks has again 
moved up. The call rate is higher. The stock market 
has been affected. 

How much further all this will go the future must 
disclose. The question as to how far it can be carried 
without precipitating another “1953 situation” also 
remains unanswered. 

Of course, when viewed in historical perspective 
the situation in the money market is still far from 
tight. 

Freperick W. JoNrEs 
Division of Business Economics 


Government Finance, An Economic Analysis—A study 
emphasizing the economic effects of government financial 
activities. Discussions of taxation, expenditure, and bor- 
rowing policies and practices concern primarily their con- 
sequences upon the national economy, with lesser atten- 
tion given to a description of their past or present struc- 
ture and details. John F. Due. Richard D. Irwin, Inc., 
Homewood, Illinois, 1954. $8.00. 
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THE NEW LOOK IN 
THE NATIONAL ACCOUNTS 


The recent revision of national income statistics 
for the period from 1952 to date, released by the De- 
partment of Commerce as part of its regular program 
of annual review and revision, works a number of 
noteworthy changes in these basic measures of the 


trend of the American economy. 10 1953 1954 1955 
1. In the revised wath the STOSS national prod- Billions of dollars, seasonally adjusted at annual rates 
uct—the nation’s total output of goods and services— Source: Department of Commerce 
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is $5.3 billion higher (in the first quarter of 1955) 
than it appeared in the old series. More than two 
thirds of this net upward shift in level is accounted 
for by an increase in the estimate for personal con- 
sumption expenditures. (In turn, about two thirds of 
the increase in personal consumption expenditures 
appears in the services component.) The remaining 
increase in the level of total GNP is distributed fairly 
evenly between investment and government pur- 
chases. 

2. In addition to shifting the current level of 
GNP upward; the revision also reduces the depth of 
the 1953-1954 recession. In the new series, the net 
decline in GNP from its peak in the second quarter 
of 1953 to its trough in the second quarter of 1954 
amounts to $11.7 billion. In the old series, the de- 
cline from the peak amounted to $14.4 billion. The 
shallower decline of the new series again reflects, pre- 
dominantly, a higher rate of increase in personal 
consumption during 1954 than had appeared in the 
old series. 

3. In the new series, the trough of the 1953-1954 
recession is more or less clearly marked as the second 
quarter of 1954; in fact, the rate of decline slowed 
noticeably as early as the first quarter. In the old 
series, GNP in the first three quarters of 1954 was 
almost perfectably stable, but its lowest level was 
reached in the July-September quarter. Part of the 
reason for the earlier trough in the new series is that 
the decline of Federal Government purchases of 
goods and services beginning in mid-1953 is sharper 
and of shorter duration than in the old series. On 
the new basis, the abrupt phase in the decline of 
purchases by the Federal Government ended in the 
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second quarter of 1954; on the old basis, the sharp 
decline continued into the third quarter. 

4. While the upward revision of personal consump- 
tion expenditures was pronounced, the revision of 
both national and personal income accounts was rela- 
tively slight. (Within the national income total, a 
moderate rise in the estimate for compensation of em- 
ployees was offset by a reduction in the measure of 
corporate profits.) The increase in the output or ex- 
penditures side, relative to the income side, of the 
national accounts, has had two consequences, one of 
predominantly technical interest and one a rather 
important substantive alteration. The rise in output 
relative to national income in 1954 has helped to 
close a $3 billion-$4 billion gap in the national ac- 
counts labeled “statistical discrepancy.” As the ac- 
counts are organized, the income and product sides 
are theoretically equal in any given period. In the 
original 1954 statistics, these two sides of the national 
accounts were out of balance by roughly $4 billion; 
that is, the income side was roughly that much above 
the product side. In the revised version of 1954, 
the gap has been reduced to about $1 billion. 

In much the same way, the rise in personal con- 
sumption expenditures, impinging on a level of per- 
sonal income that was almost unaffected by the re- 
vision, has sharply reduced the level of the personal 
saving rate in 1954 and early 1955. In so far as current 
analysis is concerned, in fact, the reduction of the 
saving estimate for the first quarter of 1955 from 
$18.7 billion to $15.3 billion is perhaps the single most 
significant aspect of the revision.—A. T. S. 


1After adjustments for capital consumption allowances, indirect 
business tax and nontax liability, business transfer payments and 
subsidies (less current surplus) of government enterprises. 


Shrinking the “‘Statistical Discrepancy” in the National Accounts 
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131 Executives Predict: 


“BUSINESS PROSPERITY 


USINESS in the remainder of 1955 will be just 
B as good as it was during the record first half, 
if not better, according to the 131 manufactur- 
ing companies participating in the Board’s survey on 
the midyear business outlook. The prevailing tone 
of optimism is typified by the remarks of one heating 
and plumbing concern: “In our opinion, the trend 
established in the first five months of 1955 will carry 
throughout the year.” 
Commenting on the over-all picture, a petroleum 
executive says: 


“Our feeling about general business in the second half 
of this year is rather optimistic. The business recovery that 
started late last year has continued to gather momentum. 
Compared with a year ago, consumers are spending more, 


business firms are increasing instead of depleting inven- 


tories, and the nation’s manufacturing firms are producing 
increased quantities of consumer goods. Employment 
continues to rise, and most other indexes of economic 
activity have either regained or exceeded their 1953 peaks.” 


Several companies indicate, however, that the cur- 
rent rate of expansion is slowing down somewhat 
from the fast pace set in the past half-year period. In 
the words of a manufacturer of instruments and 
controls: “In general, we might observe that business 
is booming. But after a very marked spurt in the 
spring, we are currently noting a less urgent tone in 
new ordering by our customers. However, gains over 
last year continue to be shown and we expect them 
to prevail throughout most of the balance of the 
year.” 

Despite the general current prosperity, several 
companies add a note of caution. A machine-tool 
maker writes: 


“We still have misgivings about the future, and feel that 
overoptimism is so rampant that our economy is riding a 
good horse to death. It seems extremely foolish to us to 
produce passenger cars at an average of 170,000 per week 
for the first twenty-one weeks of 1955. Even if this produc- 
tion drops to 140,000 per week (a 1714% drop), we would 
still exceed 8 million cars for this year. Assuming a fairly 
optimistic production total of 7 million passenger cars for 
1955, production for the remaining thirty-one weeks will 
have to drop to 110,000 cars per week—a 35% reduction. 
Such a drop, or an even larger one, might eventually have 
important effects on our economy, particularly if it coin- 
cides with a drop in steel production and consumer goods 
as well as new housing.” 


Another factor mentioned as affecting the business 
outlook, according to the president of an automobile 
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THROUGHOUT 1955” 


and equipment company, is the threat of a wage-price 
spiral: “In spite of a generally price-conscious mar- 
ket, profit margins cannot stand the substantial wage 
increases currently indicated and we have another 
period of price inflation ahead.” 


SURVEY RESULTS IN BRIEF 


A synopsis of the aggregate opinions of the 131 
cooperating manufacturers shows: 


© The volume of new orders in the next six months 
is expected to rise above the levels recorded in the 
previous half-year period, in four out of ten cooperat- 
ing companies. On the other hand, an almost equal 
number expect new orders to decline, and the remain- 
der anticipate about the same volume. But compared 
with year-ago results, more than eight out of ten fore- 
see a gain in new orders. 


@ Prospective dollar billings during the remainder of 
the year will correspond very closely to the pattern 
of anticipated new orders. Four tenths of the respon- 
dents expect billings to exceed totals for the preceding 
six months, as opposed to the slightly more than one 
third who indicate reductions. And one out of five 
foresee the billing picture unchanged. Eight tenths of 
the cooperators say dollar billings in the six months 
ahead will surpass second-half 1954 figures. 


© One half of the companies anticipate second-half 
1955 production rates to surpass the first-half rates 
while one fourth foresee declines. At the same time, 
a final quarter say the level of output will stay about 
the same. The comparison is even more favorable when 
an estimate of the prospective rate of production is 
made with year-ago levels. 


© Over one half of the reporting companies foresee 
no change in total employment, while the number plan- 
ning additions to their work force in the coming half- 
year period outweighs those expecting decreases by 
about two to one. 


Three fifths of the companies plan no change in the 
length of the workweek in the next six months. Over 
one fifth expect an increase, and the remainder indicate 
that the average workweek will be shortened. 


¢ Current dollar inventories are higher than they 
were six months ago in one third of the companies and 
lower in four out of ten. Six tenths report that inven- 
tories as a per cent of sales are lower than in the be- 
ginning of the year. On balance, dollar inventories are 
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Survey of Business Opinion 


expected to move slightly upwards in the next six 
months. 

® Capital expenditures for the remainder of the year 
are expected to rise above the first-half 1955 rate in 
more than half of the companies. 

e Fifty per cent of the companies forecast their 
profits before taxes in the last six months of this year 
as surpassing the previous half-year results; over three 
fourths predict that pretax earnings for the calendar 
year 1955 will top those realized in 1954. 


The remainder of the year is viewed with optimism 
by a greater proportion of metal-trades companies 
than nonmetal companies. Manufacturers of miscella- 
neous metal products and the builders of capital 
goods, such as railroad equipment, general industrial 
machinery, engines and turbines and electrical ma- 
chinery, predict further improvement in their business 
in the next six months. Writes one producer of general 
industrial machinery: “The capital goods business, or 
at least our part of it, has recently taken a sudden 
spurt, and things look very bright for some time to 
come.” 

Among nonmetals companies, building materials 
and supplies firms, along with food companies, fore- 
cast an upturn. 

The outlook for the construction industry, one of 
the major factors in the current business uptrend, is 
reported as excellent by a building materials and sup- 
plies firm which notes: “The building industry con- 
tinues in high gear and, judging from the work on the 
boards of the architects, this should continue for an 
indefinite period in the future.” 

On the other hand, producers of automobiles and 
equipment, steel, nonferrous metals, and miscellaneous 
nonmetal products generally foresee a somewhat 
lower level of activity in the second half of 1955 
than prevailed in the first six months of the year. 


NEW ORDERS CONTINUE HIGH 


Two fifths of the reporting companies expect the 
value of new orders booked in the second half of 1955 
to rise above those in the first half of the year. One 
fifth anticipate receiving new orders at the same rate 
throughout the year, while the remaining two fifths 
expect new orders in the next six months to lag be- 
hind the previous six months’ figures. 

For some companies, such as one machine-tool pro- 
ducer, “new orders just at the moment are booming.” 
Further evidence of the favorable outlook for new 
orders for some companies in the immediate months 
ahead is revealed in these comments of a foundry 
operator: : 
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“We have maintained a remarkable stability in 1955 
both as to the rate of new orders and the rate of production 
as compared with either the first half or the second half of 
1954. We anticipate that this same stability will continue 
during the second half of 1955, because the rate of new 
inquiries and the rate of new orders being booked is con- 
tinuing on a very satisfactory level.” 


When comparing prospective new orders in the 
final half of 1955 with actual new orders received in 
the corresponding period last year, the picture is still 
brighter. Of the companies responding on this point, 
more than eight tenths expect to show increases, only 
one twentieth predict declines, and the remainder 
foresee no change. 

Looking beyond the next six months, a manufac- 
turer of general industrial machinery optimistically 
states: “We expect the present improvement in order 
volume to continue through the year 1956.” 

The pattern of the cooperating companies’ expec- 
tations on dollar billings (sales) in the second half 
is virtually identical with those for new orders. Four 
out of ten companies look for dollar billings in the 
second half of 1955 to top first-half figures. One fifth 
of the firms expect billings in the two halves of 1955 
to be comparable, and slightly more than one third 
predict a smaller volume. 

Also, more than four fifths of the cooperating com- 
panies expect billings in the next six months to sur- 
pass totals for the like period of 1954, whereas fewer 
than one tenth anticipate them to fall short of second- 
half 1954 results. The remainder expect about the 
same volume of billings as in the last half of 1954. 


FURTHER GAINS IN OUTPUT 


Rates of production in terms of dollar value pro- 
duced will be greater in the next six months than in 
the preceding six months in about one half of the co- 
operating companies. About one fourth predict lower 
output, while the remaining quarter anticipate little 
change. 

Some companies indicate that peak production 
levels have been reached. A building materials and 
supplies firm reports: “We expect our rate of produc- 
tion in the latter six months of 1955 to compare favor- 
ably with the second half of 1954 and the first half of 
1955 for in both periods we operated at capacity.” 

One textile firm points out that production sched- 
ules will conform to the trend of new orders and dollar 
billings “now that we are not operating on a very 
substantial backlog.” However, in some cases orders 
are coming in at a faster rate than production can fill 
so that backlogs are “being built up at the present 
time.” 

Several of the companies expecting to produce less 
in the second half of the year attribute the downturn 
from the previous six months’ rate to “vacation shut- 
down.” 
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A comparison of the anticipated rate of production 
for the remainder of the year with the prevailing 
year-ago rate again reveals a more striking picture. 
Eight tenths of the companies predict an upward 
trend, slightly more than one tenth expect to equal 
the second-half 1954 rate, and the remainder foresee 
a decline in output. 


EMPLOYMENT TO REMAIN HIGH 


In order to achieve higher levels of output in the 
last half of the year, one fourth of all cooperating 
companies are planning to make additions to their 
present work force. On the other hand, one eighth of 
the firms expect lower employment during the six 
months ahead, while the remaining five eighths intend 
to hold to current payrolls. Anticipated cuts in em- 
ployment will be slight in magnitude in most cases. 
But at least four contributors intend to increase their 
work force by 10%. 

The outlook for the average number of work hours 
per week is reported to be similar to that for employ- 
ment. Slightly fewer than one fourth of the respon- 
dents plan to lengthen the average workweek, at most 
by “10%”; slightly more than one eighth intend to 
shorten the number of working hours per week; and 
the remainder plan no change in either direction in 
their current workweek. 

A few companies “expect to get into more over- 
time.” And a paper company indicates that the work- 
week will be the same for the six months ahead, 
“since we are currently operating around the clock 
seven days a week.” 


INVENTORIES TO REMAIN STABLE 


Slightly more than one third of the companies ex- 
pect inventories to rise during the remainder of the 
year, while slightly less than a third expect some 
liquidation of their inventories. The remaining third 
plan to continue carrying their stocks at current 
levels. 

Among the reasons cited for expected inventory ac- 
cumulation are: “increased production schedules and 
added volume of work in process” (machine tools) ; 
“build-up of stock of a new model to be introduced in 
1956” (instruments and controls); “to better service 
our customers” (hardware) ; “partly due to a seasonal 
rise in one of our raw materials and partly to higher 
raw material prices” (chemicals) . 

Of the companies indicating a downward trend in 
inventories in the next six-month period, one mining 
company reports: “Our dollar inventories will be 
down to an irreducible minimum at the end of the 
year due to the seasonal nature of our business and 
the high demand for our products.” And a textile 
company expects to “liquidate the present bulge in 
inventories, which was caused partly by seasonal fac- 
tors but also by a deliberate policy.” 


Inventories have been reduced to some extent in 
the past six months, according to replies of reporting 
concerns. In four out of ten companies, current dol- 
lar inventories are smaller than six months ago, while 
in one third they are larger. And in the other concerns, 
no significant variations in the level of stocks have 
taken place since January 1, 1955. 

In some cases inventories have been reduced, at 
least in part, from the upsurge in sales volume in 
recent months. Thus in the case of an engine and 
turbine builder, “dollar inventories are about 30% 
less than at the beginning of the year due to large 
shipments.” And according to a nonferrous metals 
producer whose stocks are “down 7%, strong demand 
and rising price of copper have tended to squeeze in- 
ventories.” 

At the same time, the build-up at other companies 
is the result of a deliberate effort to swing inventories 
more directly in line with stepped-up production 
schedules. 

Among the companies reporting greater inventory 
holdings, the following reply of an electrical machinery 
maker is typical: “Current dollar inventories are 10% 
above those existing at the beginning of the year, but 
with the higher sales, inventories as a per cent of sales 
are somewhat lower.” hy, 

Compared with six months ago, inventories in re- 
lation to sales are lower in six of ten companies, and 
higher in one out of six. The ratio is unchanged from 
six months ago in the remaining reporting companies. 


CAPITAL SPENDING ON UPSWING 


Underlying confidence in continued business pros- 
perity is clearly manifested in companies’ capital 
spending plans for the remainder of the year. A large 
number expect to step up their programs for expand- 
ing productive capacity and modernizing plant facili- 
ties from the preceding six months’ rate. For one 
electrical appliances and supplies producer, this 
means 1955 capital expenditures “will be the largest 
in our history save for one year, namely, 1948.” Other 
marked increases in capital spending in the coming 
half year are planned by several cooperators: 


“With an extensive improvement program under way, 
our capital expenditures during the second half of 1955 
will increase considerably over the first half of the year.” 
(Paper company) 

* 


“We expect our rate of capital expenditures to increase 
quite sharply in the second half of 1955.” (Steel producer) 
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“In the latter part of this year we will be completing a 
very large new plant, on which construction has just been 
getting under way. Consequently our plant expenditures’ 
during the last half of 1955 will run between three and 
four times those for the first half.” (Teatiles manufacturer) 
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In one or two instances the increase in capital 
spending has been projected into the coming year. 
A manufacturer of electrical machinery comments: 
“Our capital expenditures this year are running at a 
high rate, and we expect to spend even more in 1956.” 

On the other hand, for some producers who are 
“completing a major project in the current period,” 
capital expenditures will be at a lower rate than 
in the first half. But, significantly, even where 
reductions are anticipated, a number expect capital 
outlays to remain at relatively high levels. For ex- 
ample, a chemical firm reports that its “capital expen- 
ditures during the current half year are unusually 
large. As a result, expenditures in the second half 
of the year will be somewhat lower than at present, 
although they will still be considerable in relation to 
earlier periods.” 

Over-all, about half of the respondents expect to 
increase their capital expenditures in the second half 
beyond the first-half 1955 rate, while only one tenth 
plan on curtailing their rates. The remaining com- 
panies intend to continue business investment for 
plant and equipment at the first-half rate. 


BETTER PROFITS FOR 1955 


Earnings, too, are forecast to keep pace with the 
brisk step of business activity indicated for the en- 
suing six months, according to the responses of con- 
tributors. Half of them look for profits before taxes 
in the second half of 1955 to top first-half levels, 
while another one fifth expect operating results to be 
just as good as the previous six months. The re- 
maining companies predict earnings will fall short of 
those realized in the first half of the year, but even 
for most of this group, pretax earnings for the full 
year 1955 are expected to be better than in 1954. 

For example, one paper company writes: “Prelimi- 
nary forecasts of profits before taxes for the calendar 
year ending December 31, 1955, point to a substantial 
increase over the previous year. The second half 
of 1955, however, will be below the high levels re- 
corded during the first six months of this year.” And 
in the words of one instruments and controls manu- 
facturer: “Our profits before taxes in the second half 
of 1955 will drop significantly as compared with the 
first half, with the certain prospect of a normal sea- 
sonal decline in business this fall.. However, more 
significant is the fact that we expect profits to con- 
tinue to lead the corresponding periods of the preced- 
ing year, and for the whole year 1955 to exceed 1954 
by 7% or 8%.” 

Actually over three fourths of the companies say 
profits before taxes for the calendar year 1955 will 
outstrip last year’s results, anticipated gains in many 
cases being “considerable” and “substantial” in mag- 
nitude. On the other hand, one eighth foresee leaner 
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earnings, and an additional handful of concerns pre- 
dict 1955 profits will about equal the 1954 figures. 

While increased sales volume receives chief credit 
for the expected improvement in 1955 profits, some 
companies attribute their more favorable earnings to 
a conscious effort to shave costs. This has been the 
case of an instruments and controls company which 
states: 

“Our forecast for 1955 estimates about a 30% in- 
crease in operating profits before taxes over 1954, due 
partially to increased sales but principally to de- 
creased expenditures.” Similarly, a producer of mis- 
cellaneous metal products hopes for better earnings 
in 1955 “as a result of economies and cost-reduction 
programs put into effect during the past twelve 
months.” 

But for some companies, keen competition has 
meant a narrowing of profit margins. Writes one 
foundry executive: “We have observed that despite 
a satisfactory volume of sales, there is continued pres- 
sure for somewhat higher costs due to labor increases 
and higher overhead factors, with considerable re- 
sistance toward any increase in the price to consum- 
ers. Therefore the major part of the squeeze is on 
the profit levels of the business, and our net profit 
both before and after taxes is at a somewhat lower 
rate than for the year 1954.” 


G. CiarkK THOMPSON 
Grorce M. UmMEemMurA 
Division of Business Practices 


Business Forecasts 


(Continued from page 282) 


1947-1949 average, compared with about 100% last year 
and the record 106% in 1948. 

“Output of many crops, such as wheat, cotton, tobacco, 
rice and sugar, will fall below last year, the report indicated. 
But these declines will be more than offset by vast produc- 
tion of feed grains, paced by corn, oats, barley and sorghums. 
Soybean and peanut output also is likely to increase sharply 
over 1954.” 


Automobiles 


Charles J. Hardy, Jr., chairman of ACF Industries (in 
Barron’s, July 18)—‘‘Prospects for car building look better 
than they have been for several years. It is reported that the 
Class I roads are thinking in terms of orders for 40,000 new 
freight cars within the present year.” 


Construction 


The Wall Street Journal (June 22)—““The government 
raised to a record $41.8 billion its estimate of the cost of new 


(Continued on page 302) 
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Profiles of the Recovery in Production .. . 
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CONSUMER PRICES STABLE 


between mid-May and mid-June, according to 
Tue Conrerence Boarp’s ten-city consumer 
price index. The June index was 100.3, which is only 
0.1 of a point below the previous month and coincides 
with the average for the first six months of 1955. It 


(CO tetra prices remained virtually unchanged 


What's Happened in the Half Year 
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is just 0.1 of an index point below last year’s June 
index. For the individual cities, the changes ranged 
from a decrease of 0.4% in Philadelphia to an increase 
of 0.4% in Denver. Detroit, the only city besides 
Denver to show an increase, was up 0.2%. Six of the 
ten cities had slight declines and two remained un- 
changed. 

The purchasing value of the dollar was 99.7 cents 
(1953 dollar=100 cents), 0.1 cent above the previous 
month, as well as 0.1 cent above June, 1954. 


The main factor accounting for the slight decrease . 


in the all-items index was a dip of 0.3% in food 
prices, which were down to 98.0, or 1.7 points be- 
low June, 1954. The individual-city decreases in the 
food index ranged from 0.6% in Denver and Houston 
to 0.1% in Detroit. All subcomponents, except meat, 


fish and poultry (up 1%) and dairy products and . 


eggs (up 0.5%), moved lower during the month. The 
advance in the meat, fish and poultry index resulted 
from a rise of 4.6% in pork prices, supplies of which 
were seasonally short. After declining from Novem- 
ber to March, pork prices started to climb, rising 7.3% 
between April and June. They are, however, still 
well below last year’s high level. The higher pork 


prices were partly offset by decreases of 1.2% in beef - 


and 0.6% in other meats. Poultry prices, which 
moved down the previous month, were 3.1% higher, 
while fish remained stable. The meat, fish and poultry 
index was 3.8% below June, 1954. 

Dairy products and eggs increased slightly, reflect- 
ing a 1.5% rise in milk prices. There was a seasonal 
dip of 1.0% in butter, while eggs were relatively 
steady. 

For the first time since February, fruit and vege- 


table prices declined by 2.8%, as supplies became 


more plentiful on the market. The arrival of new 
crops brought potato prices down 6%. Tomatoes de- 
clined for the third month, falling 5.7%, while oranges 
and frozen orange juice continued to move up slight- 
ly. The fruit and vegetable index is still 3.3% above 
last year’s level. 

The “other foods” index, off again by 1.2%, is now 
ten points below last year’s index, as margarine (off 
2.1%), coffee (off 3.5%), and tea (off 2.6%), con- 
tinued downward. The coffee index for the first time 
in two years fell below the 100.0 mark, and now 
stands at a low of 99.0. 

The housing index moved down 0.2%, with no 
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The Conference Board's Consumer Price Index for Ten Cities, and Purchasing Value of Dollar 
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marked changes evident. Compared with last year, 
housing costs were up 0.8%. City changes varied 
from a rise of 0.7% in Denver to a decline of 0.4% 
in Philadelphia. 

The rent component, which was down 0.2%, show- 
d a decrease for the first time since December, 1954. 
Compared with June, 1954, rent was up by 2.4%.) 
he fuel, power and water subcomponent was off 
3%, responding to the seasonal movement of fuel 
prices. Housefurnishings and equipment remained 
table. 

The apparel index was down 0.1% over the month, 
“ith individual city changes ranging from —0.4% in 
-adianapolis to +0.2% in Denver. 

The transportation index also declined slightly 
‘by 0.1%) to 101.8, which is 0.8% above June, 1954. 

Slight price advances in drugs and personal care 
‘tems were primarily responsible for the slight in- 
rease of 0.1% in the sundries index. Increases oc- 
‘urred in six cities, two remained unchanged, while 
‘ight decreases were recorded in the remaining two 
ities. The changes ranged from +1.7% in Denver to 
9.3% in Birmingham. 


THE HALF-YEAR LOOK 


Consumer prices have been very stable during the 
‘rst half of 1955—much more so than in the corre- 
sponding period of 1954, as may be seen from the ac- 
sompanying chart. The January all-items index 
started off at a lower level than in 1954, and rose 
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slightly above 1954 in March and April. In May, 
prices were again below those of 1954, and they con- 
tinued slightly lower (0.1%) in June. 

Food and apparel prices were well below last year’s 
levels during the entire six-month period, while hous- 
ing and sundries were consistently higher. The Janu- 
ary, 1955, transportation index was 0.7% below 
January, 1954, the June index 0.8% above June, 1954. 

Except for housing and apparel, none of the com- 
ponents shows a similar price movement during the 
two periods. As far as transportation is concerned, 
the greatly changed picture may be owing to the 
vastly different state of the automobile market. All 
components reflect the generally more stable price 
situation characteristic of the last six months. 


Heiten BacHNER 
Statistical Division 


BUSINESS BOOK SHELF 


Mathematical Thinking in the Social Sciences—A series of 
essays on the use of mathematics in the social sciences. 
Edited by Paul F. Lazarfeld. The Free Press, Glencoe, 
Illinois, 1954. $10.00. 


How To Help Older People—A comprehensive guide for 
the family which faces the problem of caring for older 
persons, containing a directory of services available to the 
aged across the nation. By Julietta K. Arthur, J. B. Lip- 
pincott Company, Philadelphia, 1954. $4.95. 


WHEAT QUOTAS AND PENALTIES 


N RECENT weeks Tue Conrerence Boarp has received 
several inquiries regarding penalties imposed on wheat 
producers who exceed the marketing quotas set up under 
the Agricultural Adjustment Act of 1938, as amended. This 
is a summary of the law as it now stands. 


Whenever supplies of wheat reach prescribed levels, which 
are spelled out in the legislation, marketing quotas must be 
proclaimed. The national marketing quota is converted into 
acreage, and this acreage is distributed among states, counties, 
and then among farms. 

The marketing quota for an individual farm is essentially 
the quantity of wheat produced on the acreage allotted to 
that farm. Quotas for wheat must be announced by July 1 
preceding the marketing year for which they are to apply. 
A referendum is then held and, if two thirds of the producers 
who vote in the referendum approve them, quotas become 
effective. If quotas are not approved by two thirds of those 
voting, no quotas are established and no penalties are im- 
posed on excess marketings. Price support, at 50% of parity, 
is still available to growers who comply with acreage allot- 
ments. 

When marketing quotas are approved through referendum, 
producers who adhere to their acreage allotments are eligible 
for full price support. (This was 90% of parity for the 1954 
wheat crop and 82.5% for the 1955 crop.) Penalties of 45% 
of the parity price (as of May 1 of the calendar year in which 
the crop is harvested) are imposed on each bushel produced 
in excess of the allotment. This applies to all producers, 
even to those who use their entire crop for feed or seed on 
the farm. 

Considerable opposition has developed to the application 
of penalties to growers who use their crop on the farm. The 
Secretary of Agriculture, Mr. Benson, is among the opponents 
of this provision. Reprinted below are relevant portions of a 
letter sent by Mr. Benson on July 22, 1955, to the Hon. 
Harold D. Cooley, Chairman, House Committee on Agri- 
culture. 


“This is to invite your attention again to the urgent need 
for immediate consideration, by your Committee, of H. R. 
1834 and other bills to exempt certain wheat producers from 
marketing quota penalties under the agricultural Act of 1938 
in cases where all of the wheat crop is fed or used for seed on 
the farm, commencing with the 1955 crop. 

“May I respectfully suggest that an intolerable situation*is 
developing with respect to assessment of wheat marketing 
quota penalties? With certain exceptions, farmers who pro- 
duce wheat in excess of their quotas are subject to marketing 
penalties currently set at $1.13 per bushel. Penaltiesihave 
already been collected from many farmers who exceeded their 
1954 production quotas. However, instances where farmers 
are refusing to pay, necessitating suits to collect penalties on 
the 1954 wheat crop, are being reported at an increasing*rate. 

“The Department of Agriculture estimates that there may 
be as many as 1,500 cases this year, involving production of 
wheat in 1954, which will require legal action. Unless suits 
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are filed to collect these penalties, it appears certain that there — 
will be many more violations in 1955 which would normally 
come up for legal action sometime after completion of the 
1955 harvest. 

“In many cases farmers who seek to avoid penalties nee 
that their wheat was not sold in interstate commerce, that 
they did not want price support, and that all of the wheat was 
used for feed or seed on the farm. Under the holding in 
Wickard »v. Filburn, 317 U. S. 111 (1942), the farmer is 
liable whether the wheat is fed or sold if he exceeds his acreage 
allotment unless the planted acreage of wheat does not exceed 
Sifteen acres or an acreage from which the normal production 
does not exceed 200 bushels. 

“Another unusual example which has come to our attention 
involves a monastery in Georgia. The monastery has followed 
the policy of producing the wheat necessary for food at the 
monastery. None of the wheat was sold. The amount required 
for 1954 was in excess of the marketing quota. The monastery 
now finds itself liable to the government for a penalty of 
$1.13 per bushel on the excess. 

“I doubt that Congress contemplated situations such as 
this arising under the penalty provisions of the Agricultural 
Act of 1938. I would strongly recommend that the legislation 
now before your Committee be amended so as to exempt addi- 
tionally from marketing penalties producers who grow wheat 
for food consumption on the farm... .” 


Business Book Shelf 


The Economic Strength of Business and Professional 
Women—Contains the results of the survey carried out 
by the Bureau of Applied Social Research at Columbia 
University on the economic status of members of the 
National Federation of Business and Professional Wom- 
en’s Clubs. Babette Kass and Rose C. Feld, the National 
Federation of Business and Professional Women’s Clubs, 
New York, 1954. $1.50. 


Essentials of Industrial Management—Presenting an over- 
all picture of the essential industrial management 
functions, the authors emphasize interrelations and the 
development of coordination. They discuss organization, 
finance, facilities, controls, industrial relations, marketing 
and office management. Bethel, Atwater, Smith and 
Stackman, McGraw-Hill Book Company, Inc., New York, 
1954. $5.50. 


Motivation Research in Advertising and Marketing—This 
book is an introduction to some of the facts and assump- 
tions underlying psychological motivation research. It 
reports on the techniques which are used, and how they 
may be applied to the investigation of advertising and 
marketing problems. G. H. Smith, McGraw-Hill Book 
Company, Inc., New York, 1954. $5.00. 
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Industrial Production 


150 60 
140 
® 
130 
50 
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100 40 
1953 1954 1955 1953 1954 1955 
1947-1949=100; seasonally adjusted Billions of dollars, seasonally adjusted 
Sources: Federal Reserve; Department of Commerce 
1955 1954 Percentage Change 
Item Latest Month | Latest Month 
June over over 
Month Ago Year Ago 
Production and Business Activity— 

Industrial production total (S)............. 1947-49 = 100 124 +0.7 +12.1 
Durable goods (S).............0000 cc eeee 1947-49 = 100 135 +13.3 
Nondurable goods (S)............0..0005 1947-49 = 100 116 +0.8 +10.3 
MVEBISOL AIST (WS nie sheica syst ic cielere st i<ieis arse 35 1947-49 = 100 114 +0.8 +7.0 
onsumer durables (S)!................... 1947-49 = 100 118 0 +22.9 

Btachine-tOOIS*{fOLe. 25. g weeks oe oe eee geeks 1945-47 = 100 276.3 +9.7 —28 .2 

Construction contracts awarded, residential§} million dollars 720 -5.9 +32.1 

Construction contracts awarded, other®..... million dollars 1,013 +11.1 +28.7 

feetailsales, (S)Presirrsos Corre errr ars million dollars 14,0444 +0.6 +9.2 

Retail inventories (S)*..................-. million dollars 22,130 +0.6 +4.7 

Department store sales (S)...............: 1947-49 = 100 112 0.9 +3.6 

Department store inventories (S)4.......... 1947-49 = 100 121a +0.8 +2.5 

Manufacturing sales (S)................... million dollars 23,204, +2.0 +14.4 

Manufacturing inventories (S)4............ million dollars 44,335: +0.6 -1.8 

Manufacturing new orders (S)............. million dollars 21,931la +6.1 +26.3 

Manufacturing unfilled orders*............ million dollars 50,705 +1.0 4.4 

Garloadizigs, total’ 214. 0h cd eo thousand cars 678 +0.7 +13.0 

Carloadings, miscellaneous®................ thousand cars 338 -1.0 +12.1 

Prices, Wages, Employment— 

Basic commodity prices®.................. 1947-49 = 100 92.3 +1.1 -2.3 

Wholesale commodity prices, all........... 1947-49 = 100 110.0 +0.4 +0.3 
DRT, par dlla ceed athe AE rhe a ae needs 1947-49 = 100 94.8 +0.7 -3.2 
astral, seiye tc setts, Ades Mela eeels, 1947-49 = 100 114.2 +0.1 +1.2 

Consumers’ price index................. 1947-49 = 100 115.1 +0.2 —0.6 

Farm parity price ratio................... 1910-14 = 100 88 -1.1 -2.3 

Nonagricultural employment.............. thousands 54,470 +1.1 +3.4 

Wmemployment. 240. eccce. cls ae stesso. thousands 3,347 +7.6 -20.0 

Factory employment. ..................4. thousands 12,437 +1.0 +4.7 

Average weekly hours worked, manuf’ing.. .|)/ number 39.5 —0.2 +3.0 

Average hourly earnings, manufacturing. ...|} dollars 1.81 0 +3.3 

Personal mcome (S)’..0. 02... cet c kee ee billion dollars 286.7 -0.1 +5.1 

Finance and Government— 

Bank debits, outside New York City®....... million dollars 64,751 +5.5 +12.3 

basiness JOanIS": #554): <0 oes ie Bah Salomon million dollars 23,110 22,677 22,517 21,785 +1.9 +6.1 

Consumer instalment credit outstanding‘. ...|| million dollars n.a. 94,149 23,513 21,487 +2.7 +12.4 

Privately held money supply*.............. billion dollars n.d. 206.7 207.4 198.0a —0..3 +4.4 

Federal budget receipts................... million dollars 10,038 4,438 3,732 10,644 +126.2 -5.7 

Federal budget expenditures............... million dollars 6,677 5,356 5,228 7,308 +24.7 -8.6 

Defense expenditures..................0.. million dollars 4,024 3,549 3,477 4,884 +13.4 -17.6 

Federal budget surplus or deficit, cumulative] million dollars —4,192 —7,.552 -6,634 = O17 ERE che || Epremenntars 

1Output of major consumer durables 5A verage weekly *Average of Wednesday figures S Adjusted for seasonal variation 
Shipments 6A verage of 22 daily spot market prices 1o9From July 1 to end of month indicated n.a.Not available 

537 eastern states ikanaal tate aMay, 1954 rRevised 

‘End of month 8337 centers pPreliminary 


Total Business Sales 


Sources: Association of American Railroads; Bureau of Agricultural Economics; Bureau of Labor Statistics; Department of Commerce; F. W. Dodge Corp.; Federal Reserve; 
National Machine Tool Builders Association; Treasury Department; Tam Conrmrance Boarp 
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BUSINESS FORECASTS 


(Continued from page 295) 


construction expected this year. This would be 11% above 
record 1954 outlays of $37.6 billion. The new estimate com- 
pared with a November, 1954, forecast of $39.5 billion for 
1955 construction outlays. 


“The new estimate comes from the Labor and Commerce 
Departments. They also figured that nonfarm housing starts 
this year will total 1,335,000—a level topped only by the 
1,396,000 starts of a record 1950. Last year starts came to 
1,220,400. 


“The agencies said their revised estimates of dollar outlays 
for construction reflect ‘the unprecedented volume of con- 
struction activity so far this year, and indications that there 
will be virtually no abatement in the present rate during the 
remainder of 1955... . 


““*Prospects are that both private and public construction 
will reach an all-time high in 1955,’ the agencies said, ‘with 
private expenditures notably increasing (by 14%) to $29.5 
billion and public outlays (by 4%) to $12.3 billion.’ 

“For privately owned new home building, 1955 outlays 
are estimated at $14.6 billion, or 21% above the record 
12,070 million of 1954. This increase, the government agencies 
observed, ‘reflects not only an over-the-year rise in starts 
(in the neighborhood of 8% to 10%) and a very large carry- 
over of work on the unusually large number of dwellings 
begun in the latter part of 1954.’ It also reflects, they said, 
‘an increase in construction costs, together with a trend 
toward larger and more expensive homes.’ 

“Other expected major increases in construction costs in 
1955 over 1954 are: 


“Commercial, up 30% to $2,875 million; industrial, up . 


8% to $2,200 million; private utilities, up 4% to $4.5 million; 
and all public construction, up 4% to $11,800 million.” 

Steel (July 18)—“Industrial construction is destined for a 
bigger spot in the building boom. A mediocre performance 
last year, when the construction industry set all sorts of 
dollar volume records, industrial building last month was 
at the highest level—$189 million—ever recorded for a June 
month, says the Commerce Department. 


“Pointing toward an even brighter outlook ahead are con- 
tract awards. For the first six months of this year they were 
31% ahead of the same period a year ago. . . . Much of the 
increase came along in the second quarter as businessmen 
became more certain that the quickening recovery from 
1954’s dip was no flash in the pan, with an even sharper slip- 
back coming along.” 


Petroleum 


The Wall Street Journal (July 27)—‘The national thirst 
for oil is outracing the most optimistic predictions made some 
six months ago by the petroleum world’s sharpest prophets. 

“Present calculations indicate United States oil use this 
year may, for the first time, reach 8 billion barrels. Such 
an ocean of petroleum would be three fifths as much as all 
the wells of the world produced last year—the equal of 
world’s production in as recent a year as 1947. 


“At the start of this year, the oil forecasters predicted 1955 _ 
United States demand 3.5% to 5.5% above last year’s record — 
high. Now they are raising their sights. Present predictions | 
run from 5% to 7.5% above the 1954 high-water mark. A — 
7.5% rise would push oil demand above the 3-billion-barrel | 
level.” 


Cotton 


The Journal of Commerce (July 5)—“The 1955 cotton — 
acreage, on the basis of latest indications, is a little smaller than 
expected last spring, and sharply lower than last year. . . . 


“Early season prospects for increasing yields per acre, as 
an offset to the reduced acreages, have dwindled owing to 
the mounting crop lateness. 


“The indicated yield per acre on the estimated area for 
harvest is 328 pounds, thirteen pounds less than last year’s 
record high of 341 pounds, but forty-five pounds greater 
than the ten-year average yield of 283 pounds.” 


Canada 


American Metal Market (July 16)—“‘Canada’s construction 
industry is expected to pass the $5 billion mark for the first 
time this year, according to estimates published by the 
Dominion Bureau of Statistics. The estimates, based on 
January intentions, place the total value of construction to 
be put in place in Canada in 1955 at a record $5,059. million, 
some $369 million, or almost 8%, more than in 1954.” 


Business Book Shelf 


Retail Trading in Britain, 1850-1950—An historical and 
statistical review and analysis of British large-scale re- 
tailing (which plays a larger role there than in any other 
country, including the United States). Fifteen separate 
chapters are devoted to studies of individual trades. By 
James B. Jefferys. Cambridge University Press, New 
York, 1954. $9.50. 


World Population and World Food Supplies—An inten- 
sive and comprehensive analysis of the distribution 
of the world’s population and food output. Countries 
particularly important as world suppliers or importers of 
food, or those countries employing farming methods or 
techniques which may serve as examples for other coun- 
tries are treated. By Sir E. John Russell. George Allen 
& Unwin Ltd., London, England, 1954. Available in the 
United States through The Macmillan Company, New 
York. $8.50. 


Economics and the Public Interest—A series of economic 
essays written in honor of Eugene E. Agger, an economist 
with a long and varied career both in academic circles and 
public life. Edited by Robert A. Solo. Rutgers University 
Press, New Brunswick, 1955. $5.76. 


Cooperatives—The British Achievement—An account of 
the British cooperative movement which started more 
than a hundred years ago and now contains a member in 
half the families in Great Britain. By Paul Greer. Harper 
& Brothers, New York, 1955. $3.00. 


BUSINESS RECORD 


Industries Generally Expect: 


CONTINUED HIGH LEVELS OF BUSINESS 


(See page 292 for summary of executive opinion) 


METAL INDUSTRIES 
Automobiles and Equipment 


The seven automobile and equipment manufac- 
turers participating in this survey generally look for 
their business activity during the second half of 1955 
to be above year-ago levels.. But seasonal declines 
from first-half 1955 figures are expected to take place 
in many cases. 

Six companies report on the prospects for new orders 
in the next six months compared to the second half 
of 1954. Except for one cooperator who foresees the 
situation unchanged, they all anticipate increases— 
ranging from “slightly ahead” in one instance to 
“double” in another, where orderings during the sec- 
ond half of 1954 were “particularly low.” And one 
other producer expects a rise of “approximately 10%.” 
When measured against the first six months of the 
- current year, one company expects second-half 1955 
new orders to run “ahead,” two estimate decreases of 
“10% to 20%” and “about 35%,” and one firm pre- 
dicts no significant variation. 

Dollar billings are also generally expected to be 
higher in the second half of 1955 than in the second 
half of 1954. Five out of the seven cooperators esti- 
mate advances, increases of “10%,” “10% to 15%,” 
“slight” and “100%” being cited by four firms. A 
decrease is foreseen by one company while another 
producer expects dollar billings for the second half of 
1955 will be “approximately the same” as in the like 
period of 1954. While one company predicts an in- 
crease and another expects dollar billings to remain 
“uniform” in the two half-year periods of 1955, four 
companies expect declines of “10% to 15%,” “10% 
to 20%,” “15% to 20%,” and “35%” between the 
first- and second-half 1955 dollar billings. 

Movements in the rate of production are expected 
to be similar to those of dollar billings. Five com- 
panies predict a rise in the dollar value of production 
in the second half of 1955 over the comparable period 
of 1954, with increases of “10%” and “10% to 15%” 
being mentioned in two cases. The sixth company 
expects production levels to be stabilized and the 
seventh offers no comment on this point. Only one 
respondent expects an increase in the second-half 
production rate relative to the first half of 1955, 
as opposed to four companies which anticipate de- 
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creases. The extent of decline estimated by three 
firms is reported as: “10% to 15%,” “20%” and 
“95%,” 

One company contemplates total employment dur- 
ing the next six months will rise above current levels, 
but three others plan decreases and still another firm 
predicts no change. In a similar fashion, the average 
length of the workweek will be increased by one 
producer, reduced by three others and will remain 
unchanged at a fifth company. Two firms make no 
estimates of trends in either of these areas. 

Dollar inventories at two companies are currently 
“139,” and “15%” higher than January 1, 1955, levels, 
off “5%” and “7%” at two other firms, and about 
the same at two additional concerns. While one com- 
pany reports the present inventories-to-sales ratio 
up “6%,” four others reveal decreases, in one in- 
stance by “25%” and in another “substantially.’ 

Of the six companies reporting on expected dollar 
inventories during the next six months, five estimate 
stocks will slide off from first-half figures, in one 
company by “a little as the rate of production de- 
creases” and in another firm by between “5% and 
10%.” One other company, however, expects to main- 
tain inventories on an even keel for the first and sec- 
ond halves of 1955. 

Four companies expect the rate of capital expen- 
ditures during the balance of the year to exceed the 
preceding six months’ rate, in one company by 
“approximately 35%.” One producer estimates capi- 
tal expenditures to be the “same,” and still another 
company writes: 

“There will be a marked decrease in our rate of capital 
expenditures in the second half of 1955 when compared 
with the first six months of this year. This is accounted 
for by the fact that during the first half of the year we 
were equipping a brand new factory and as a consequence 
we were making some very substantial capital investments.” 
One company foresees an improvement in profits 

in the next six months, but four others indicate that 
earnings before taxes for the second half of 1955 will 
fall off from first-half levels. The following decreases 
are estimated by three firms: “off 50%,” “consider- 
ably below,” and “20% to 25% below.” 

The earnings picture is considerably brighter 
when anticipated profits before taxes for the full 
year 1955 are compared with actual 1954 figures, in 
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that five companies expect better earnings as against 
one which predicts a “5%” decline. In three cases 
the improvement in earnings will be “considerable,” 
“substantial” and up “50%.” 


Electrical Appliances and Supplies 


The three electrical appliance and supplies com- 
panies reporting anticipate the volume of new orders 
in the second half of 1955 will be above the correspond- 
ing period of 1954. Percentage increases expected are 
as follows: “50%,” “20% to 25%” and “15%.” One 
company expects new orders in the latter half of the 
year will run “slightly above” the first six months of 
1955, a second company’s estimate reads “up about 
5%,’ while the third producer estimates a drop of 
“95%.” 

The three respondents report that dollar billings 
during the next six months will parallel the trend 
of new orders. Dollar billings are expected to exceed 
year-ago levels by “50%,” “25%” and “15%.” Com- 
pared to the previous six months’ period, two pro- 
ducers predict increases of “15%” and “10%” as op- 
posed to one firm which estimates dollar billings in 
the second half will slide off by “25%.” 

The rate of production is expected to keep step 
with the trend of new orders and dollar billings for 
the remainder of the year. All three concerns foresee 
an increase in the level of output over the second half 
of 1954, two companies specifying percentage rises 
of “12%” and “10% to 15%.” While one company 
expects the level of production in the latter half of 
1955 to fall short of the first half, two companies pre- 
dict increases of “12%” and “5%.” 

Two companies anticipate small increases in total 
employment in the next six months, while a third 
firm offers no comment on this point. The only com- 
pany reporting on the length of average workweek 
contemplates neither an increase nor decrease in the 
number of working hours per week for the second 
half of 1955. 

At one company, current dollar inventories are 
“about the same” as at the beginning of the year, 
but at the other two stocks are “slightly higher due 
to increased sales” and up “about 3%.” Inventories 
as a per cent of sales are level compared to six months 
ago at the two companies commenting on this par- 
ticular point. 

Two out of the three cooperators expect to add to 
inventories by 10% during the second half of 1955, 
while the third expects no significant change. 

The rate of capital expenditures in the second half 
is expected to be up from first-half levels in all three 
companies. One company expects a rise of “10%,” 
the second a “10% to 15%” increase, and the third 
company reports: 

“We expect capital expenditures, from a cash viewpoint, 
to increase in the second half of 1955 as certain expansion 


and development programs reach completion. With one 
exception, namely 1948, we expect this year to be the 
largest in our history as far as capital expenditures are 
concerned.” 


In comparing anticipated profits before taxes in 
the last six months with the first six months of the 
year, one company expects to record a healthy boost 
of “between 40% and 50%”; the second estimates an 
increase of “about 10%”; but the third producer fore- 
casts second-half profits before taxes to fall short of 
the first half results. 

All three companies, however, predict earnings be- 
fore taxes for the whole year 1955 will be larger than 
in 1954, in one case by “10%” and in another by 
as much as “40% to 50%.” One other company ex- 
pects 1955 profits before taxes to be up “60% to 70%” 
compared to 1954 when “unrealistic price competition 
adversely affected our 1954 results.” 


Electrical Machinery 


Reflecting the composite view of three electrical 
machinery producers regarding the outlook for their 
business, one cooperator states: “We are quite opti- 
mistic about this year and next year.” New orders, 
dollar billings and the rate of production in the imme- 
diate months ahead are all expected to top last-half of 
1954 figures. Moreover, profits before taxes in 1955 
are predicted to exceed 1954 earnings. 

At all three companies new orders in the second 
half of 1955 are expected to rise above second-half 
1954 levels—at one company by “30%,” at the second 
by “20%” and at the third concern by “10%.” But 
measured against the first six months of 1955, pros- 
pective new orders are estimated to be up “about 
20%” and by at least “214%” in two companies, and 
down “approximately 20%” in the other. 

Second-half 1955 dollar billings are also expected 
to surpass second-half 1954 figures at the three re- 
porting companies. Of the two respondents specifying 
anticipated rises, one estimates an increase of “40%” 
and the other “at least 10%.’ Relative to the first 
half of 1955 one company anticipates dollar billings 
in the next six months “to increase, although not ma- 
terially,” one other firm foresees a decrease, while the 
third producer offers no comment. 

The three electrical machinery manufacturers agree 
that the value of production will increase in the 
second half of 1955 over the like period of 1954. One 
of this group expects a 10% increase and another 
writes: “Our rate of production is growing daily.” 

Two cooperators anticipate the level of production 
in the next six months to increase over the first half 
of the year, in one instance by “214%,” while the 
third concern foresees a dip in output. 

Two out of the three companies plan to add to 
their labor force during the remainder of the year in 
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lime with expanded production, whereas one cooper- 
ator expects employment to hold “steady” at present 
levels. While one company contemplates an increase 
in the number of working hours per week in the last 
six months of 1955, a second expects to maintain pres- 
ent levels—“forty hours, with two shifts, the savings 
in overtime pay to go for additional service to our 
customers”; and the third company predicts a cur- 
tailment from “close to forty-eight hours at present 
to between forty and forty-four hours.” 

Of the two companies commenting, one reports 
inventories are up “10%” compared to the beginning 
of the year, and the other writes inventories are “ap- 
proximately the same.” As a per cent of sales, how- 
ever, inventories are lower in both of these companies 
due to higher sales. One company feels that dollar 
inventories will hold at present figures for the balance 
of the year, while a second anticipates a decrease. 

The two companies commenting on the probable 
rate of capital expenditures during the second half 
of 1955 say that their capital spending will exceed 
the rate in the first half of the year. The anticipated 
rise is attributed in one of these companies to the 
“completion of two buildings we now have under way” 
and the other writes: “An expansion program has 
been recently approved and is scheduled to start 
August 1 for completion by March, 1956. Capital 
expenditures during the second half of 1955 will there- 
fore be substantially above the first-half rate.” 

The prospects for profits before taxes in the second 
half of 1955 compared with the first half of the year 
are as follows: Two companies expect earnings be- 
fore taxes in the immediate months ahead to be 
higher, in one case “substantially,” while the third 
company feels profits will be “somewhat lower.” 
But all three companies feel that profits before taxes 
for the full year 1955 will surpass 1954 results, with 
two anticipating “substantial” gains. 


Engines and Turbines 


New orders in the next six months are expected to 
be up “15%,” “20%” and “25%” over a year ago in 
three cooperating engine and turbine companies. A 
fourth producer does not comment on this score. Two 
of these firms also anticipate modest gains in new 
orders of “5%” and “4%” above the first half of 1955 
whereas one foresees a decline of “2%.” 

Two of the three companies commenting on the 
outlook for dollar billings in the second half of 1955 
expect improvements of “10%” and “15%” over the 
corresponding period of 1954, and the third expects 
little change in either direction. Compared to the 
first six months of 1955, one company estimates 
dollar billings for the balance of the year will be up 
“5%,” another, “about the same,” and a third com- 
pany, off “10%.” 
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One company predicts that the rate of production 
in the latter half of 1955 will remain the same when 
compared with the like period of 1954. Two others 
estimate increases of “6%” and “15%.” When 
measured against first-half 1955 levels, the rate of 
output is expected to rise “5%” and “15%” at two 
firms and decline by “12% due to vacation shut 
down” at the third. The fourth company does not 
report on the outlook for production. 

Two producers comment on the prospective trends 
in employment and the length of average workweek 
during the next six months. One expects an increase 
in both these areas and the other indicates that the 
number of employees and the number of working 
hours will remain unchanged. 

Current dollar inventories versus those of six 
months ago at the three companies reporting on this 
point are down “4%,” “5%” and “30% due to larger 
shipments.” For one company the ratio of stocks to 
sales is “6%” lower than at the beginning of the year. 

Two companies plan to maintain dollar inventories 
at mid-year levels during the balance of the year, 
while one anticipates a decrease. 

The rate of capital expenditures in the second half 
of 1955 compared to the first-half 1955 rate is ex- 
pected to trend upward in two companies and remain 
about the same in the two others. 

Commenting on the earnings outlook the president 
of one company writes: 


“We expect our profits before taxes for the second half 
of 1955 to be considerably larger than the first half of 1955, 
due to the fact that during the first half we were cleaning 
up on some loss contracts.” 


Two other companies also predict profits before 
taxes in the second half of 1955 to show an improve- 
ment over the first half, and a fourth company ex- 
pects profits will be “about the same.” 

The three companies comparing their prospective 
annual earnings before taxes in 1955 with those of 1954 
all anticipate increases. In one case a “slight” gain 
is foreseen, but another cooperator expects his 1955 
profits picture to be “much improved” over the previ- 
ous year’s, pointing out that “the last half of 1954 
was for this corporation a period low in volume and 
without profits.” 


Foundries 


One foundry company anticipates the rate of in- 
coming new orders during the remainder of the year 
will merely equal last-half 1954 figures. But three 
other companies participating in this survey expect 
new orders in the second half of 1955 to be higher 
by “5% to 15%,” “24%” and “25%.” In comparison 
with the first half of 1955, the volume of new orders 
in the coming six months is predicted to be “12%” 
greater in one company; “stable, though on a very 
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satisfactory level” in another; and off at the most by 
“5% due to our vacation shut down,” and lower by 
“20%” in the other two companies. 

All three companies reporting on the prospects for 
dollar billings predict that they will thrust ahead of 
the actual second-half 1954 results in the last six 
months of 1955, with increases of “5% to 10%,” 
“30%” and “35%” being mentioned. But only one 
foresees an increase (“20%”), relative to the first 
half of 1955, another anticipates no variation, and a 
third company estimates a “10%” decline. 

In keeping with the movement of new orders and 
dollar billings, the rate of production (dollar value 
produced) during the immediate months ahead will 
be greater than year ago levels at three companies 
(in one instance by “25%”), while it is expected to 
“remain the same” at one other company. When 
measured against the first half of 1955, one company 
expects production in the second half of this year to 
rise by “12%”; two others predict no change in either 
direction, and a fourth anticipates a decline. 

Of the three companies commenting on the outlook 
for employment and workweek during the balance of 
the year, one firm contemplates no significant change 
in either area, and a second expects a slight decrease 
in both the labor force and hours worked. One other 
plans to add “approximately seventy-five employees” 
but expects the workweek to be unchanged. 

Current dollar inventories at one company are 
“19% higher” compared to the beginning of the year. 
However, they are about the same in another com- 
pany and lower—‘slightly” and “20%”—in two addi- 
tional firms. As a per cent of sales, inventories are 
“28% lower” than six months ago at the sole com- 
pany reporting on this point. 

Two companies plan to maintain dollar inventories 
at current levels for the balance of the year while 
one other anticipates a reduction of “10%.” 

Three firms expect the level of capital spending dur- 
ing the second half of 1955 to run higher than in the 
first half, while in one company capital expenditures 
will remain even throughout the year. 

No clear cut pattern is evident regarding the pros- 
pects for profits. One company believes profits before 
taxes for the second half of 1955 will outstrip the first- 
half figures by “30% to 40%”; another expects profits 
to remain steady, and still another forecasts a sharp 
drop of “40%.” 

Two out of the four companies compare antici- 
pated 1955 earnings before taxes with actual 1954 
figures. One expects profits before taxes for the 
current year to equal last year’s, but the other com- 
pany foresees a decrease. 


Hardware 


The business outlook for the remainder of the 
year is moderately encouraging to the five hardware 


manufacturers participating in this month’s survey. 
All four companies commenting expect to receive a 
greater volume of orders in the second half of 1955 
than in the corresponding period of 1954, with the fol- 
lowing gains being mentioned: “slight,” “4%,” “20%” 
and “50%.” But compared with the first half, new 
orders in the next six months will be up in only one 
company, unchanged in two firms, and off “4%” and 
“59” in two more concerns. 

Without exception the five cooperators estimate 
second-half 1955 dollar billings will exceed year-ago 
levels, with increases ranging from “4%” to “45%.” 
Relative to the first half of 1955, one respondent 
predicts a “25% to 30%” rise in the last six months 
of the year, three others expect dollar billings to re- 
main constant, while one other producer anticipates 
a “6%” drop. 

Reflecting the trend of new orders and dollar bill- 
ings, the level of production for the last half of this 
year is expected to surpass the second-half 1954 level 
at all five companies. The magnitudes of increase 
cited by four companies are: “10%,” “24%,” “25% 
to 30%” and “75%.” Comparing the second half of 
1955 with the first half of this year, the rate of pro- 
duction will be up “25% to 30%” in one company, un- 
changed in three firms and down “5%” in another. 

Four out of five cooperators plan to maintain total 
employment for the balance of the year at a level 
comparable to that of the first half of 1955 while the 
fifth producer expects to reduce the total number 
of its employees. One company contemplates an in- 
crease in the amount of working hours per week in the 
immediate months ahead, while another anticipates a 
decrease, and two others expect no change. 

All five companies report that current dollar in- 
ventories are higher than at the beginning of the 
year, in one instance “slightly” and in the others 
“1.5%,” “5%,” “8%” and “10%” higher. The pres- 
ent stock-to-sales ratios compared with those of six 
months ago are up “21%,” “6%” and “1%” in three 
firms, “about the same” in the fourth, and “down 
slightly” in the fifth concern. 

Three out of the five respondents expect dollar 
inventories in the next six months will continue at 
the same level as in the preceding half-year period. 
On the other hand, one company expects stocks will 
be increased “about 10% so as to better service our 
customers,” and one other company anticipates inven- 
tories will trend downward. 

The rate of capital spending will be stepped up in 
the second half of 1955 in two companies—‘“slightly” 
and “approximately 100%, principally due to the 
cost of equipping a new plant.” Three other companies 
expect to maintain the same rate of capital expendi- 
tures as in the first half of 1955. 

Profits before taxes in the second half of 1955 are 
expected to run ahead of the first-half level in two 
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companies, with one company anticipating a pickup 
that could “easily run 15% to 20% better.” One 
other company predicts profits will remain “about the 
same” in the two half-year periods, but a fourth firm 
estimates a “15% attrition” in earnings. 

Comparison of pretax earnings is brighter, how- 
ever, in that all five respondents anticipate better 
earnings this year than in 1954. Expected gains men- 
tioned are: “3%,” “substantial,” “20% to 30%.” And 
one company says with assurance: “We will have a 
profit in 1955, whereas we had a loss in 1954.” 


Heating and Plumbing 


Most of the heating and plumbing companies con- 
tributing to this survey expect business in the com- 
ing six months to improve. Four out of five cooper- 
ators indicate new orders for the second half of 1955 
should exceed those for the same period of 1954, with 
increases of “5%” and “15%” being mentioned in 
two instances. The fifth respondent, however, fore- 
sees new orders as declining. 

Three companies anticipate new orders to show 
an increase in the last half of the year over the first 
half—as much as “50%” in one firm. On the other 
hand, two producers foresee no change at all in the 
rate of new orders received. 

At one firm, dollar billings for the second half of 
1955 are predicted to slide off from year-ago levels. 
But at four others they will be increased, in two 
cases by “5%” and “15%.” Three companies look 
forward to a larger billings volume in the last half 
of the year than in the first six months—a “50%” 
increase is expected by one. A fourth company esti- 
mates billings to stay the same over the two periods, 
while a fifth cooperator foresees a decrease. 

The trend of production is expected to conform to 
those of new orders and sales. Three companies indi- 
cate the value of production in the next six months 
will be above last-half 1954 figures, while one other 
firm expects a decline. The same three companies also 
expect the rate of production in the second half of 
1955 to top production levels of the previous six 
months, while one producer anticipates little vari- 
ation in either direction. 

One firm plans a gradual increase in employment 
in the second half of 1955. However, two others ex- 
pect employment to stabilize at first-half levels. A 
similar pattern emerges from the replies of three com- 
panies with regard to the length of average workweek. 
One contemplates a “slight” increase and two firms 
“no substantial change.” Current dollar inventories 
are up relative to the beginning of the year in one 
firm, unchanged in another, and off “slightly” and 
“about 20%” respectively in two other companies. In- 
ventories as a per cent of sales are “seasonally higher” 
at one heating and plumbing concern but lower at 
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three other companies, in one instance “slightly” less 
and in another “15%” less. 

One producer reports that dollar inventories will 
trend downward in the next six months, but three 
others expect no substantial change from first-half 
levels. 

The rate of capital expenditures is expected to in- 
crease during the second half of 1955 over that of the 
first half in two out of the five cooperating companies. 
No changes are indicated by two other companies, 
but one contributor reports that the level of capital 
spending will be slashed by 50% in the coming six 
months. 

Three of the five companies expect to achieve 
greater profits before taxes in the second half of 1955 
than in the first half. One of these anticipates a 
“slight” improvement in profits while another com- 
ments that improved profits will result from seasonal 
factors. Two firms say profits will lag behind first- 
half levels, in one instance by “5% to 10%.” 

According to one company, 1955 annual earnings 
before taxes will be less than 1954 results, but three 
other companies look for profits to improve, up 
“slightly” and “40%” in two concerns. The fifth 
producer offers no comment on the profits outlook for 
the year 1955. 


Industrial Machinery—General 


“The capital goods business, or at least our part 
of it, has recently taken a sudden spurt, and things 
look very bright for some time to come.” This view- 
point, offered by one producer of general industrial 
machinery, is confirmed by the replies of two other 
companies participating in this survey. All three co- 
operators expect to book a greater amount of new 
orders in the second half of 1955 than in the same 
period of 1954—up “10%,” “20%,” and “25%,” re- 
spectively. New orders will show an improvement of 
“10%” over the first six months in two companies, 
and stay “approximately the same” in the third. 

The outlook for dollar billings for the remainder 
of the year is also reported to be favorable. Two 
companies expect to post percentage increases in sales 
volume of “35%” and “5%” respectively over year- 
ago figures and “5%” each above the first six months 
of 1955. The third company, too, expects dollar bill- 
ings to surpass both second-half 1954 and first-half 
1955 levels, but does not indicate the magnitude of in- 
crease. 

In keeping with the anticipated rise in new orders 
and dollar billings, the second-half 1955 rate of 
production is expected to climb above the level of 
output for the corresponding period of 1954 at all 
three companies. Specific increases of “20%” and 
“5%” are mentioned by two producers. Similarly, 
the three respondents indicate that the dollar value 
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of production in the forthcoming six months will out- 
strip first-half levels, by “5%” and “10%” in two in- 
stances. 

Two out of the three cooperators plan to make 
additions to their payrolls, in one case by 10%, while 
the third company offers no comment on this point. 
And all three companies expect to lengthen the num- 
ber of working hours per week, in one company by 
“5% to 10%.” 

Current dollar inventories compared to January 1, 
1955, levels are down “slightly,” “6%,” and “12%.” In 
relation to dollar sales, they are off “10% to 15%” at 
the sole company commenting on this point. 

While two companies predict dollar inventories will 
be pared “slightly” in the next six months, the third 
writes: “We expect to hold present inventory levels 
during the last half of 1955, largely due to increased 
lead time on steel and other materials. If we can 
get materials our inventories will go up 5% to 10%.” 

The level of capital expenditures is slated to increase 
“slightly” in the last half of the year in one company. 
But the two other firms indicate there will be little 
change in capital spending between the first and sec- 
ond halves of 1955. One of these companies adds: 
“Capital expenditures will be low during all of 1955.” 

The outlook for profits is good for the three com- 
panies reporting. All concur that profits before taxes 
for the remainder of the year will exceed first-half 
figures by “5% to 10%,” “10% to 15%,” and “20%.” 
Similarly, 1955 profits before taxes are expected to 
show a healthy growth over 1954 figures—in one 
company “5% to 10%,” in the second “30%,” and 
in the third firm “substantial.” 


Industrial Machinery—Specialized 


Two of the six builders of specialized industrial 
machinery report their new order prospects for the 
second half of 1955 will exceed the levels of 1954. The 
improvements reported are “12% greater” and 
“higher.” In two other companies prospects are 
“about the same as for the second half of 1954” and 
“less.” 

One company expects new orders in the next six 
months to equal the rate of the previous six months, 
but four others reporting on this point believe that 
the amount of new orders will be less than the first 
half of 1955. One company estimates a “10%” reduc- 
tion and another firm, though anticipating a “consid- 
erable” decline, points out that “the decrease is purely 
artificial because the rush of orders in the first half 
of this year has forced us to restrict acceptance of 
new orders.” 

The outlook for billings is mixed. Two respondents 
expect billings in the second half of 1955 to exceed 
year-ago levels, in one case by 25%. Two others an- 
ticipate little change, and still two additional firms 


predict billings will fall short of the last-half 1954 


figures, in one instance by 5%. Similarly, forecasted 


dollar billings for the balance of the year show 
a gain in two firms, in one instance up “5%” against 


the first six months of 1955. Billings will remain 


about the same in two other companies, and slide off 


in two additional concerns. 


A similar pattern is indicated for production. Two 


cooperators estimate the value of output in the sec- 
ond half of 1955 will be higher than in the second half 
of 1954, in one case up 22%. Two additional com- 
panies anticipate production levels will hold steady, 
while another two producers expect a dip in produc- 
tion. 

At one company the rate of production for the bal- 
ance of 1955 is predicted to rise “5%” above the pre- 
ceding six months’ rate. But at two others, the vol- 
ume of output scheduled will be less, by 2% in one 
case. And at three companies, production levels will 
remain unchanged. 

Stability characterizes the expectations of these six 
manufacturers of specialized industrial machinery 
with respect to total employment and the length of 
average workweek. One company plans a “5%” addi- 
tion to the work force during the next six months, 
while maintaining the present number of working 
hours per week. But the five remaining respondents 
plan no significant variation in the level of employ- 
ment and average length of workweek during the 
last half of 1955. 

Three companies indicate that the dollar value of 
inventories is now “slightly higher,” “approximately 
5% higher,” and “about 10% higher than at the be- 
ginning of the year.” On the other hand, two com- 
panies report their stocks are “slightly less,” and the 
sixth company offers no comment on this matter. In 
relation to sales, current inventories are “slightly 
higher” and “more than six months ago” in two com- 
panies, “down” in a third firm and “about the same” 
in another. 

A tally of the replies of six cooperators regarding 
the trend of inventories in the coming six, months 
reveals an even three-way split: two companies say 
their stocks will increase, two expect a decrease, and 
two others indicate inventories will remain unchanged 
at current levels. 

One company reports that its rate of capital expen- 
ditures will increase during second-half 1955 over 
the first half of the year. But two others indicate 
their capital spending plans will be curtailed, in one 
case by “approximately one third.” And still two 
other companies believe capital expenditures will re- 
main at their first-half rates during the balance of 
1955. 

Second-half 1955 profits before taxes will be 
“higher” and “slightly better” than during the pre- 
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ceding six months’ period in two companies, “about 
the same” in one, and lower in another. 

Profits before taxes for the full year 1955 will be 
higher than in the prior year for two companies—in 
one case by “10% to 20%.” This is counterbalanced, 
however, by two other companies which anticipate 
1955 profits to be “less” and “somewhat less” than 
results in 1954. 


Instruments and Controls 


The majority of the five instruments and controls 
companies participating in this survey report that 
the outlook for their business in the second half of 
1955 is favorable when compared to the same period 
last year. New orders in the next six months are 
expected to show a gain of “5%,” “between 5% and 
7%,” and “10% to 20%” in three companies over the 
comparable period of 1954, and to be “about the 
same” at a fourth firm. The fifth respondent writes: 
“New orders are not a material factor in our business.” 

One company believes that the volume of prospec- 
tive new orders will also be higher than in the first 
half of 1955 by “5% to 10%.” But three others fore- 
see reductions, in one case by “6%” and by “15% to 
20%” in another. In at least one company, the de- 
cline is attributed to seasonal influences. 


Four out of five respondents expect dollar billings 
in the second half of 1955 to surpass the levels of the 
similar period in 1954, with increases of “614%,” 
“10%,” “12%,” and “10% to 20%” being cited. The 
fifth company, however, foresees little variation in 
either direction. Two companies estimate dollar bill- 
ings in the coming six months will be “up 9%” and 
“5% to 10% higher’ than in the first half of 1955, 
while three firms indicate sales will “decline season- 
ally,” “slip one half of 1% due entirely to seasonal 
conditions,” and drop “about 10% to 15%.” 


The rate of production will follow the course of 
dollar billings. Except for one firm which plans to 
maintain its production schedule during the coming 
six months at a level equal to that of a year ago, the 
four other respondents indicate the dollar value of 
output will trend upward, “9%” in one company, 
“10%” (two companies), and “10% to 20%” in an- 
other concern. A comparison of second-half 1955 
production versus first-half 1955 reveals the level up 
“5%,” “1%,” and “5% to 10%” in three companies 
and down “seasonally” and “substantially” in two 
firms. 

Three contributors expect to expand the size of 
their work force in the immediate months ahead. In 
two of these cases the increase will be slight. On the 
other hand, one company anticipates a decrease in 
total employment during the last half of the year 
“due to the discontinuance of a current model in a 
popular line of our equipment.” One company plans 
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to lengthen the average workweek in the second half 
of 1955 while one other foresees no substantial change 
in this area. Three companies did not cover this 
point. 

Current dollar inventories at one company are 
11% larger than at the beginning of the year, but 
at three others inventories are smaller, “slightly” in 
two cases, and lower by “5%” in another instance. 
One other company reports that the value of current 
inventories is the same as six months ago. 

The inventory-to-sales ratio continues unchanged in 
one company. In the two other firms reporting, in- 
ventories as a per cent of sales are “somewhat lower 
since our current level of sales has expanded signifi- 
cantly,” and “approximately 4%” less. 

Three of the five companies anticipate a build-up in 
dollar inventories during the last half of the year. 
One expects stocks to rise “approximately 5%” and 
another firm writes: “We expect a very slight increase 
over the balance of 1955 due to building up of stock of 
a new model of equipment which will be introduced in 
1956.” 

One instruments and controls manufacturer believes 
capital expenditures during the second half of 1955 
will exceed those of the first half of the year. But 
the four other cooperators report that the rate of 
capital spending will remain stable at the previous 
six months’ rate. 

Two out of five concerns anticipate profits before 
taxes in the last half of 1955 will exceed the first half, 
an increase of “30%” being mentioned in one case. 
Two other companies predict profits before taxes will 
stay about the same throughout the two halves of 
1955, and one company forecasts a seasonal decline. 

A comparison of anticipated earnings before taxes 
for the entire year 1955 versus those of the year 1954 
shows that four companies expect to post gains. Three 
of these specify that the improvement will be “7% to 
8%,” “30%,” and “substantial.” A fifth company 
expects 1955 results to fall short of 1954 profits by 
5%. 


Machine Tools 


The six machine-tool companies participating in 
this survey express general satisfaction with business 
prospects for the balance of the year. One company 
writes: 


‘We consider the fall machine tool show, which will be 
the first United States machine tool show held since 1947, 
to be very timely for our industry—it will enable us to 
maintain a high level of activity throughout the coming 
year.” 


And according to another: 


“From all reports and indications present activity will 
continue throughout this year and will carry well into 
next year with the usual exception of the dull period in 
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the machinery business brought about by customary 
vacations.” 


Four out of six respondents expect the volume of 
new orders for the remainder of the year to surpass 
year-ago levels, with increases of “2%,” “25% to 
30%,” “50%” and “80%” being mentioned. Report- 
ing on the new orders outlook one cooperator states: 


“New orders just at the moment are booming, which 
may be partly accounted for by the fact that we have com- 
pleted a long redesign program covering a three-year 
period.” 


On the other hand, one cooperator reports that 
orders for the coming half year will be “below” the 
second half of 1954 as a result of “a recent price ad- 
justment which induced considerable bunching of 
orders in the second quarter.” The sixth contributor 
believes new orders in the two periods will be about 
“equal.” 

In relation to the first half of 1955, new orders in 
the immediate months ahead will be “slightly higher,” 
“just about equal or possibly 10% above,” “about the 
same,” “below,” and “slightly less,” at the five com- 
panies expressing their views on this point. 

The outlook for dollar billings is generally good. 
Four companies anticipate second-half 1955 dollar 
billings will run ahead of the second half of 1954, up 
“9%,” “15% to 20%,” and “25%” in three cases, 
while one company expects billings will be “approxi- 
mately 30% lower.” At three companies prospective 
dollar billings in the last half of this year are also 
expected to be greater than the first half of 1955, with 
reported increases of “25%” and at least “15% to 
20%.” And in one company billings in the next six 
months will be the same as in the preceding six 
months. 

Four machine-tool builders say the rate of produc- 
tion in the second half of 1955 will be above the sec- 
ond-half 1954 rate, in at least one instance owing to 
the “backlog being built up at the present time.” But 
one firm expects a 30% decline. Three companies 
anticipate total production in the coming six months 
to rise above first-half levels, while one producer fore- 
sees no appreciable difference in output. 

Two companies indicate that the total number of 
employees and the average weekly working hours will 
remain fairly stable in the second half of 1955. Two 
others plan increases in both the level of employ- 
ment and the workweek—in one instance up “slightly” 
and in another “10%.” On additional producer in- 
tends to expand the size of its work force in the next 
half year. 

Current inventories, dollarwise, are “slightly high- 
er” than six months ago at one firm, “virtually un- 
changed” at another and below January 1, 1955, levels 
at three others—in one case down “6%,” and in an- 
other “15%.” 


None of the respondents reports on his present 
inventory-sales ratio, for as one executive explains: 
‘Because of the nature of our products and the long 
production cycle involved, inventories as a per cent of 
sales are of no particular significance.” 

During the second half of 1955, the dollar value of 
inventories is expected to increase in three companies 
and stay unchanged in two. : 

“Capital expenditures for the second half of the 
year will be about double what they were for the 
first half of the year due to the progress being made 
on the major construction program which we under- 
took in the latter part of last year,” states one ma- 
chine-tool maker. Three others indicate that capital 
expenditures will not vary materially from the first- 
half 1955 rate, and one firm anticipates a reduction 
“in view of the sums we are diverting to the machine 
tool show to be held in September.” 

Two companies predict profits before taxes during 
the remainder of 1955 will surpass those for the first 
half of the year by “25%” and “20% to 25%” respec- 
tively. The third company venturing an estimate 
on this point, however, expects profits to neither in- 
crease nor decrease. 

Three companies expect better profits before taxes 
for the calendar year 1955 in comparison with 1954, 
with improvements of “10% to 15%” and “40%” 
being cited by two firms. On the other hand, one 
producer predicts a two-thirds slash in 1955 profits 
from 1954 levels “due principally to a 50% decrease 
in shipments, the expense of our participation in the 
industry’s machine tool show, and the cost of devel- 
opment of new products.” 


Nonferrous Metals 


The three reporting nonferrous metals companies 
state that new orders for the second half of 1955 will 
rise above the comparable period of 1954. One com- 
pany specifies a “25%” increase while another an- 
ticipates a “10%” gain. But relative to the first 
six months of 1955, the volume of new orders re- 
ceived during the balance of the year is expected by 
the three cooperating companies to be “lower,” 
“minus 6%,” and about “10% or more under.” 

Two out of the three companies say the volume of 
dollar billings (sales) in the next six months will 
exceed year-ago levels, in one case “due to increased 
volume and increased prices,” while the third com- 
pany foresees no variation, either up or down. All 
three respondents, however, expect dollar billings in 
the immediate months ahead to be less than first-half 
1955 billings, in one case down “10%.” 

At all three companies, the rate of production in 
the second half of 1955 will show an increase over the 
second-half 1954 rate, up “5%” at one firm. Two out 
of the three concerns say the anticipated level of 
output during the balance of the year will taper off 
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from the first half of 1955, in one case owing to the 
“concentration of vacations in the third quarter.” 
On the other hand, the third company indicates that 
there will be little difference in the output between 
the two halves of 1955. 

Two companies plan little change in over-all em- 
ployment and length of average workweek during the 
balance of the year. The third company expects no 
additions or reductions in the size of the work force; 
however, its present average workweek of forty-four 
hours is scheduled to “decline to forty or forty-one 
hours” in the last half of 1955. 

Current dollar inventories, one company reports, 
are up “10% to 15%” since the beginning of the year, 
but at two others inventories are down “7% because 
of the strong demand and rising price of copper” 
and “down 6%.” Two of the nonferrous metals firms 
reporting reveal that inventories as a per cent of sales 
are now smaller than they were in January of this 
year, in one instance by “6%.” 

Opinions differ as to the probable trend of inven- 
tories in the second half of 1955. One respondent in- 
dicates a rise, the second expects inventories to re- 
main the same, and a third company predicts some 
liquidation of its inventories in the next six months. 

Two of the three cooperators expect to increase the 
rate of their capital expenditures in the immediate 
months ahead, while according to the third company 
_ capital expenditures will run “about the same as in 
the first half of the year.” 

Compared to the first six months of 1955, all three 
companies forecast lower earnings for the remainder 
of the year. In one case profits before taxes will be 
less by “as much as 15%,” in another instance by 
“20%.” One company attributes the decrease in 
earnings to “a seasonal decline in sales in the third 
quarter.” 

But the earnings picture is more satisfactory when 
profits before taxes for the whole year 1955 are 
matched against those for the preceding year. One 
company believes that 1955 profits should be “very 
considerably better” than in 1954 “due to increased 
volume and prices, and also the absence of any strikes, 
such as we experienced last year”; a second firm also 
expects profits to be “higher”; and the third concern 
feels 1955 earnings will equal those of the year before. 


Railroad Equipment 


The outlook in the immediate months ahead is 
generally favorable for most of the five railroad equip- 
ment builders responding to this survey. Without 
exception, all five expect to receive more new orders 
in the second half of 1955 than in the corresponding 
period of 1954, which, according to one cooperator, 
was “a depressed period in the industry.” The antici- 
pated gains in orders mentioned run as follows: 
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“slight,” “about double,” “25%,” “approximately 
40%,” and “50%.” 

Three out of the five companies also say orders 
during the remainder of the year will exceed those for 
the first six months, by “10%” “12%” and “about 
20%.” On the other hand, two cooperators foresee a 
decrease. One company estimates the decline in new 
orders from the first half of 1955 will be “10%,” and 
the other explains: “Railroad buying, traditionally 
speaking, is stronger during the first half and tapers 
off at a lower level during the second half.” 

Dollar billings for the second half of 1955 are ex- 
pected to stay at “about the same” levels as in the 
corresponding period of 1954 at one company. But 
they are counted upon to run higher at the remain- 
ing four companies, with increases of “12%,” “35%,” 
“about 50%,” and “60%” being mentioned. Com- 
pared with the first six months of 1955, prospective 
dollar billings will be “slightly higher” and “10%” 
and “20%,” greater in three companies, unchanged in 
the fourth firm and “3%” less in the fifth. 

The pattern of production will virtually duplicate 
that of dollar sales. All five companies indicate 
that the second-half 1955 levels will be above the 
comparable period of 1954. Increases of “60%,” 
“50%, and “12%” are cited in three instances. 

The rate of output is expected to rise relative to 
the first half of 1955 in three firms, of which two 
specify increases of “10%” and “20%”; it will remain 
“substantially the same” in one company, and taper 
off by “3%” in another. 

In keeping with their expanded production sched- 
ules, three companies plan to enlarge the size of their 
work forces during the immediate months ahead, in 
one case by “10%.” Two others say there will be 
little change in over-all employment. 

Two out of five companies expect to lengthen the 
average workweek in the second half of 1955. But 
three cooperators expect to maintain the current 
number of working hours per week for the remainder 
of the year. 

Dollar inventories are now lower than in the be- 
ginning of the year in three companies, by “5%” in 
one case and “12%” in another. However, they are 
unchanged in two other railroad equipment concerns. 
Four out of the five companies report that, as a per 
cent of sales, inventories have declined—in one com- 
pany by “5%,” in another by “10%,” and in a third 
by as much as “55%.” The fifth company reports that 
its present inventory-to-sales ratio is the same as six 
months ago. 

Three cooperators expect a build-up of dollar in- 
ventories in the ensuing six months, while two fore- 
see a liquidation of stocks. Two companies antici- 
pate the rise to be “slight” while another looks for a 
“5% to 10%” increase. Of the two companies antici- 
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pating a downward trend in their inventories, one 
specifies a reduction of “less than 10%.” 

One respondent reports his capital spending plans 
for the second half of 1955 will show no significant 
variation from the first half of the current year. But 
the rate of expenditures for four other railroad equip- 
ment makers will move upward in the coming half 
year. One company says the increase will be “sub- 
stantial” and another mentions a “40%” rise. 

The prospects for profits are also favorable for 
most of the four companies commenting on this point. 
Three companies predict pretax earnings during the 
coming six months will surpass those for the first 
half of 1955, in one case by “10%,” while only one 
company expects earnings to be less. 

Likewise, in comparing anticipated profits before 
taxes for the full year 1955 with actual 1954 results 
three respondents expect improvement—in one in- 
stance up “substantially,” and in another “about 
90%.” On the other hand, one company thinks its 
1955 earnings will be “a little less than the prior 
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year’s. 


Steel 


The general concensus of eleven steel companies 
is that activity in the steel industry will dip some- 
what in the coming six months. Despite this, nine 
steel companies anticipate booking more new orders 
in the next half year than in the corresponding period 
of 1954, while only one firm believes new orders will 
be less. The expected gains mentioned range from 
“slightly” to “considerably” higher, and percentage 
wise from “10%” to “30%.” One steel company, 


however, writes: “New orders currently don’t mean © 


anything in the steel business since we must reject 
tonnage offered us.” 

But when measured against first-half 1955 levels, 
two firms say second-half 1955 orders will be higher, 
in one case no more than “5%”; three report they 
will be “about the same”; and four estimate new orders 
will be lower than the previous six months’ totals, 
down “slightly” in three instances. 

One company indicates that dollar billings for the 
second half of 1955 will fall short of last-half 1954 
levels. But the other reporting companies concur 
that dollar billings will increase: up “considerably” 
(two companies); and up “5% to 10%,” “15%,” 
“20%,” “25%” and “30%” in five concerns. Antici- 
pated dollar billings in the next six months will also 
surpass first-half 1955 figures at four companies— 
“slightly,” “5% to 10%” and “10%” in three in- 
stances; they are expected to remain approximately 
the same at two firms and will register declines at four 
other companies—“slight,” “5%,” and “5% to 10%” 
in three cases. 

All nine steel companies commenting on the out- 


look for production report that the rate of output for 
the balance of the year will be stepped up over the 
comparable period of 1954. The magnitudes of in- 
crease cited are: “considerable” (two companies), 
“5% to 10%,” “25%” and “30%.” Compared with the 
first-half 1955 production rate, three firms look for 
the dollar value of production. to show increases of 
“5% to 10%,” “10%” and “15%”; four producers re- 
port production schedules will hold steady; and three 
other companies expect a decrease, a “slight” reduc- 
tion being cited in one case. 

Eight of the eleven respondents plan to maintain 
the present level of employment and average length 
of workweek during the coming six months, while 
two cooperators contemplate moderate reductions in 
both of these areas. One cooperator expects the total 
number of employees will not change appreciably but 
anticipates a slight decrease in the workweek in the 
second half of 1955. 

No clear-cut pattern regarding current levels of 
inventory compared to the beginning of the year is 
evident from the replies of ten companies reporting 
on this point. At three companies, dollar inventories 
are up “4%,” “5%” and “15%”; at four firms stocks 
are substantially the same, while at three companies, 
they are smaller, in one case by “5%.” As a per cent 
of sales, inventories are reported higher in one com- 
pany, the same in three companies and lower in five 
companies. One company specifies a decline in its 
stock-sales ratio of “15%” compared to six months 
ago. 

Six companies expect dollar inventories in the 
coming half year to trend upward, a “slight” increase 
being mentioned by two firms and a gain of “5%” by 
a third. Three companies say inventories will con- 
tinue at their present levels for the remainder of 
the year, while one company foresees a reduction. 

The rate of capital expenditures in the second half 
of 1955 will exceed the first half of 1955 rate at five 
companies—“materially, because we are just begin- 
ning a major expansion program” and “quite sharply” 
in two cases; it will hold steady at four companies, 
and fall off at one. 

Nine steel companies comment on the outlook for 
profits in the next six months. Two expect to lift 
second-half 1955 profits before taxes above the first- 
half levels, in one case by “10%”; three firms fore- 
cast earnings will be even with those of the previous 
six months; and four predict profits will be smaller, 
in one case only “slightly” and in another, by “10% 
to 15%.” 

One steel producer predicts earnings before taxes 
for the calendar year 1955 will drop “12% to 15%” 
below those achieved in the calendar year 1954. But 
the eight other companies anticipate higher profits in 
1955. The following specific increases are mentioned 
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by six companies: “considerable,” “double 1954 
profits,’ “up two thirds” over last year’s earnings, 
3%,” “95%” and “40%.” 


Miscellaneous Metals 


The majority of the ten producers of miscellaneous 
metal products anticipate improvement in business 
conditions during the coming six months. In apprais- 
ing their new order outlook for the second half of 1955, 
seven companies expect an increase over year-ago 
levels ranging from a “slight” to a “25%” rise, while 
two foresee no change. A rise in new orders over the 
first half of 1955 is also predicted by six companies, 
gains of “50%,” “30%,” “25%,” “5% to 10%” and 
“5% being mentioned. Two companies anticipate 
no substantial change in the amount of new orders 
received in the two halves of 1955 and one predicts 
a “5% to 8%” decrease. 

The prospects for billings are likewise generally 
favorable. Six companies predict dollar billings dur- 
ing the remainder of the year will be up “25%” (two 
firms) , “15%,” “14%,” “5%” and “slightly” from the 
second half of 1954; one says they will be “25%” lower 
and two anticipate no changes in the billings picture. 
When compared with the first half of 1955, dollar 
billings will run ahead by “25%,” “13%,” “10%,” “5% 
to 10%” and “5%” at five firms; billings are expected 
_ to lag behind at one company, and to show neither 
increase nor decrease at three concerns. 

On balance the trend of production is upward. Al- 
though a decrease in the rate of output from the sec- 
ond-half 1954 rate is foreseen by one company, six 
companies anticipate increases with rises of “25%,” 
“15%” (two cases) and “5%” mentioned in four in- 
stances. One other company looks for no significant 
variation. Six companies expect the dollar value of 
production in the second half of 1955 to exceed the first 
half, percentage increases of “5%” (two companies) , 
“15%” and “25%” being mentioned. Two producers 
on the other hand say production will be maintained 
at the first-half levels throughout the year. 

Both total employment and the number of work- 
ing hours per week will remain relatively stable at 
a half-dozen reporting companies, but two companies 
look for increases, up “10%” in one instance. One 
additional producer indicates that it will add to the 
working force in the next six months but offers no 
comment regarding its workweek. 

Reporting on the current status of inventories, 
three companies indicate their current dollar inven- 
tories are “30%,” “8%,” and “1.3%” larger in com- 
parison to six months ago. Four other producers 
state that the value of their inventories are down 
“considerably” “4%,” “18%,” and “25% due to the 
scarcity and high price of material.” At three com- 
panies, inventories are “approximately the same.” Two 
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cooperators say their current inventories in relation 
to sales are up “10%” and “1.3%” respectively, as 
opposed to four others who indicate declines. Three 
in the latter group specify the following magnitude 
of reduction: “25%” “10%,” and “5%.” 

Five companies expect to add to their inventories, 
in one case by “10%”; three plan to trim their stocks, 
by “2% to 4%” in one instance; and two firms expect 
to hold dollar inventories at present levels for the 
remainder of 1955. 

A tally of the replies of ten cooperators reveals 
that the rate of capital expenditures in the coming six 
months will be increased in six firms, by “50%” and 
“59%” in two cases and “slightly” in two other in- 
stances; reduced “slightly” in one; and unchanged in 
still another company. 

Six out of ten companies expect the last half of 
1955 to yield greater profits before taxes than the 
first half of the year, with increases of “10%” being 
mentioned by two firms. Three producers believe 
profits will be relatively the same, while one company 
anticipates a reduction in earnings. 

A comparison of anticipated profits before taxes for 
the calendar year 1955 versus actual earnings realized 
in the calendar year 1954 shows five companies look- 
ing for better earnings in 1955, up “somewhat,” “5%,” 
“15%,” and “50%” in four cases. The fifth producer 
expects “a reasonable profit as compared to a slight 
loss during the year 1954.” Three companies expect 
earnings to fall short of 1954 levels, in one instance by 
“40%,” and in another “slightly.” And one company 
feels pretax earnings in 1955 will equal that of 1954. 


NONMETAL INDUSTRIES 


Building Materials and Supplies 


Four building materials and supplies firms partici- 
pating in this survey remain optimistic regarding their 
prospects for the next six months. As one concern 
observes: “The building industry continues in high 
gear and judging from the work on the boards of the 
architects, this should continue for an indefinite 
period in the future.” 

All four companies indicate that the trend of new 
orders in the second half of 1955 will be up as com- 
pared with year-ago levels, specific increases of “3%” 
and “25%” being mentioned by two cooperators. In 
comparison with the previous six months, one com- 
pany anticipates the volume of new orders for the 
last half of 1955 will be “9% higher,” a second com- 
pany “higher,” and a third company looks for orders 
to compare “favorably” with the first half’s. But a 
fourth company expects new orders will be “a shade 
under” the first half of 1955. 

All four respondents foresee a rise in dollar billings 
in the last half of 1955 over the corresponding period 
of 1954. In one case the estimated pick up is as 
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much as “25%,” and in another “about 10%.” When 
measured against first-half figures, dollar billings in 
the second half of 1955 are predicted by two com- 
panies to be on the up side—in one company by “ap- 
proximately 17%.” The other two firms, however, 
expect a slight dip. Explains one such producer: 


“Our dollar. billings for the second half of 1955 will not 
be quite as large as for the first six months of 1955 because 
during the first six months, we shipped the stock that we 
made during the late fall and winter.” 


In keeping with the upward movement of new 
orders and dollar billings mentioned above, cooperat- 
ing companies are unanimous in anticipating a higher 
rate of production in the next six months over last- 
half 1954 levels. The dollar value of output for the 
remainder of the year compared with the first half of 
1955 will be increased in three out of the four firms 
and decreased slightly in the fourth company. 

No appreciable change in the level of employment 
in the second half of 1955 is expected by the three 
producers commenting on this point, and all four con- 
tributors plan to maintain their present sence of 
workweek during the next six months. 

The pattern of inventories is mixed. While at one 
building materials and supplies company current dol- 
lar inventories are “approximately 40% higher” than 
they were at the beginning of the year, at another, 
inventories are “less.”” Two additional companies re- 
port dollar inventories are “not altered due to care- 
ful control” and “about the same.” Except for one 
company whose present inventory-sales ratio is above 
January 1, 1955, levels by “214% due to seasonal 
effect,” inventories as a per cent of sales at three con- 
cerns are “less,” “somewhat lower,” and “5% less” 
than six months ago. 

Two companies plan to maintain their present level 
of inventories in the next six months, while one com- 
pany anticipates a decrease. Still another concern 
states: “Our dollar inventories during the second half 
of 1955 should be at a minimum.” 

Capital expenditures in the immediate months 
ahead are expected to be higher at two companies. 
Of the two other firms which plan to continue their 
current rate of capital spending, one reports: “We 
are building a new plant and our capital expenditures 
have been large during the first half of 1955 and will 
be large during the second half.” 

Three out of the four cooperating firms predict 
profits before taxes during the second half of 1955 will 
be higher than the first half of 1955, while one com- 
pany estimates profits to be “about the same.” Final- 
ly, two companies anticipate their pretax earnings for 
the entire year 1955 to exceed those of 1954, and one 
producer expects 1955 profits before taxes to equal 
1954 levels. The fourth company offers no comment 
on this point. 


Chemicals 


With the dollar volume of new orders, sales and 
production expected, generally, to surpass year-ago 
levels, eight reporting chemicals producers are fairly 
optimistic regarding business prospects for the next 
half year. ; 

Five out of the six cooperators reporting on the 
outlook for new orders in second-half 1955 expect to 
book a greater volume than in the corresponding 


period of 1954, with new orders predicted to be 


“somewhat better,” and “materially better’ in two 
instances, and higher by “5% to 10%,” “12%” and 
“279,” in three other cases. One company estimates 
new orders in the immediate months ahead will be 
“equal or slightly better” than the second half of last 
year. Compared to the first half of 1955, the pros- 
pects for new orders in the next six months are esti- 
mated to be up “21%” and “13%” by two firms, 
“about the same,” in two other companies, and down 
“5%” and “seasonally lower by as much as 15%” 
in still two others. 

The outlook for dollar billings is generally favorable. 
One cooperator foresees dollar billings in the next 
half year to be “approximately the same” as the sec- 
ond half of 1954, but the remaining seven companies 
expect to show gains over year-ago levels. Such in- 
creases are estimated to correspond closely with the 
rise in new orders. When compared with the preced- 
ing six months’ figures, dollar billings in the second 
half of 1955 are predicted to be “about the same” 
(three companies) ; “little better” and “up 19%” at 
two firms; and “slightly lower,” “5%” less and “15% 
lower seasonally” at three additional concerns. 

According to the eight chemicals concerns, the dol- 
lar value of production in the second half of 1955 will 
be higher relative to the corresponding period of 1954, 
in keeping with the levels indicated for new orders 
and dollar billings. Specific increases of “5% to 10%,” 
“12%” and “27%” are cited by three companies. 
Four respondents indicate that their planned level of 
production in the next six months will be greater than 
the first half of the year. Two other concerns expect 
decreases in the rate of output in the second half of 
1955 from the first half of 1955, while an equal 
number anticipates no change in either direction. 

Employment during the second six months of this 
year will show an increase at one half of the eight 
reporting companies, while the other half plans on 
maintaining total employment at current levels. Two 
companies visualize an expansion in the length of the 
average workweek for the second half of 1955, but 
six others contemplate no significant variation. 

Three out of the seven respondents state that cur- 
rent dollar inventories are greater than they were at 
the beginning of the year, by “5%” in two cases and 
by “13%” in another instance. In two companies in- 
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ventories are now lower by “10%” and “20% to 25% 
on a seasonal basis.” At two additional concerns, in- 
ventories are presently on a par with levels of six 
months ago. Largely because of increased sales, 
current inventory-sales ratios at six companies are 
less than at the first of the year, with reductions rang- 
ing from “114%” to “16%.” But at one chemicals con- 
cern, current inventories as a per cent of sales are 
“about the same” compared to six months ago. 

Six participating companies anticipate the dollar 
value of inventories to trend upward in the second 
half of 1955 with a “moderate increase” foreseen by 
one producer owing “in part to a seasonal rise in one 
raw materials situation and in part to higher raw 
material prices.” A seventh company expects inven- 
tories to continue at current levels while the eighth 
predicts a “very slight decline” during the second half 
of the year. 

An expansion of capital spending programs during 
the next six months is indicated by four companies, 
two of which plan increases of “20%” and “40%” 
over the preceding half year. According to two other 
companies, the rate of capital expenditures will stay 
about the same. Two additional firms foresee a cur- 
tailment in the rate of capital expenditures, in one 
case by “almost 30% due to the completion of a 
major project in the current period.” And one com- 
pany writes: 


“Our capital expenditures during the current half year 
are unusually large. As a result, expenditures in the second 
half of the year will be somewhat lower than at present, 
although they will still be considerable in relation to 
earlier periods.” 


Estimates of profits before taxes for the second 
half of 1955, in contrast to the first six months of 
the year, vary among the seven contributors report- 
ing. Three companies predict increases, one by as 
much as “27%”; two companies expect decreases, in 
one instance “down 20% seasonally”; and two firms 
foresee earnings unchanged. However, while one 
company predicts 1955 profits before taxes will equal 
those of 1954, six other cooperators concur that 
pretax earnings for the whole year 1955 will top 
figures for the previous year. Increases reported 
range from “somewhat higher” to “substantial,” and 
percentagewise from “10%” to “28%.” 


Food 


A moderate improvement in their business during 
the forthcoming six months is forecast by most of the 
nine food companies contributing to this survey. 
Many in this group point out that owing to the na- 
ture of their business, new orders are synonymous 
with or correspond closely to dollar billings. Whereas 
two companies expect dollar billings in the next half 
year to equal year-ago levels, six cooperators expect 
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increases, in one case by “4%,” and in another by 
“5% to 10%.” A similar trend is revealed from the 
responses of the seven manufacturers who compare 
forecasted dollar billings in the second half of 1955 
with actual first-half figures: two firms again antici- 
pate no change and five predict advances. Seasonal in- 
fluences are responsible for the anticipated lift in 
billings during the next six months in at least one 
company. An executive of this firm writes: 


“Because our largest volume is always in the second 
half of the year, the second half should be substantially 
bigger than the first half.’ 


The pattern of production (dollar value pro- 
duced) for the second half of the year corresponds 
closely to that of anticipated dollar billings. Of seven 
companies submitting estimates, four predict some in- 
crease in output while three foresee no change in 
trend from the comparable period of 1954. In the 
comparative estimates for the two halves of 1955, 
three companies report increases, including a “25%”. 
boost in one instance “because of seasonal harvest.” 
One cooperator foresees a slight seasonal decline, and 
two others indicate that the present rate of produc- 
tion will continue unchanged. 

Current levels of employment are to be maintained 
in the immediate months ahead by four out of the 
six food concerns responding on this point, while two 
plan an increase in this area. Five companies plan 
neither to lengthen nor shorten the number of work- 
ing hours per week during the second half of 1955, 
while two expect increases. 

While two out of the five companies reporting indi- 
cate their current dollar inventories are level with 
January 1, 1955, figures, at one firm stocks have been 
built up to meet seasonal demands. Two other firms 
reveal some liquidation of inventories, in one case 
by “15% which is characteristic of our industry.” 

As a percentage of sales, present inventories com- 
pared with six months ago are “lower” and “reduced 
about 2%” in two companies, and “approximately the 
same” in two others. 

Seven companies report on the trend of dollar in- 
ventories for the second half of 1955. Of this group, 
three firms foresee no significant variation from pres- 
ent levels, three predict a growth in inventories, and 
one other company expects a seasonal decline. 

Six of the nine food companies contributing to this 
survey intend to carry on capital expenditures in the 
second half of the year at approximately the same 
rate as in the first half; two firms plan to spend more, 
a “20% increase” being mentioned by one cooperator. 
One company makes no reply on this point. 

The earnings picture is generally expected to be 
good. While two companies indicate that earnings 
before taxes in the next six months will be equal to 
first-half 1955 figures, five look forward to an improve- 
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ment, a “10%” increase being cited by one individual. 
One company explains that its pretax earnings in the 
second half of 1955 “should be higher” because “profits 
during the first half were somewhat depressed owing 
to extraordinary expenses for advertising and pro- 
motion of new products.” 

When compared on a year-to-year basis, five com- 
panies expect profits before taxes for the whole year 
1955 to exceed last year’s, in one case by “10%.” One 
respondent predicts earnings equal to 1954, and one 
other believe 1955 profits will fall short of last year’s 
results. 


Leather 


New orders in second-half 1955 are expected to be 
up “10%” and “13%” from the corresponding period 
of 1954 for two out of the three participating leather 
and leather products companies; it will be “slightly 
lower” for the third firm. Compared with the preced- 
ing six months, new orders will be “15% less,” “about 
twice as large, which is the regular pattern of our 
business,” and “slightly lower.” 

Two firms estimate increases of “10%” in second- 
half 1955 dollar billings over second-half 1954 levels. 
Dollar billings will be “15% less” in one case and 
“about twice as much” in the other, when compared 
to the first half of this year. A third company esti- 
mates dollar billings in the next six months will be 
off “slightly” in comparison with the two periods 
mentioned. 

One producer expects the rate of production to be 
the “same” as a year ago; a second anticipates a 
“13%” increase; and a third predicts a small reduc- 
tion. Two companies estimate the dollar value of pro- 
duction in the latter half of 1955 will remain level with 
the first half of the year, while one foresees a minor 
decrease. 

Two respondents offer comment on the probable 
trend of total employment and length of average work- 
week during the second half of 1955. One expects 
both these areas to “remain practically consistent” 
with current levels while the other contemplates 
some decrease. 

Current dollar inventories are no different than 
what they were six months ago at the two firms re- 
sponding. And all three producers foresee no appre- 
ciable change in dollar inventories during the second 
half of 1955. 

Two cooperators plan to extend their first-half 
1955 rate of capital expenditures into the second half 
of the year. 

Earnings before taxes at one company are expected 
to be “somewhat lower” during the next six months 
than in the first half of the year. But they are fore- 
casted to be “considerably higher” in another firm. 
The president of the latter company points out: “Be- 


cause of the seasonal nature of our business, about 
two thirds of our sales are made in the last six months” 
of the year.” . 
In comparing estimated 1955 annual profits before 
taxes with profits realized in 1954, one firm looks for 
this year’s figures to “compare favorably” with those 
of 1954 and one other company predicts 1955 earnings. 
will “about double” last year’s results. 


Mining 


Two of the three mining companies included in~ 
this survey report on the outlook for new orders in 
the next six months. One estimates advance orders 
will be “about the same” as for the second half of 
1954 and the other expects a “5% to 10%” drop. A 
rise of 15% to 20% in second-half 1955 new orders over 
the level of the first half of the year, “in accordance 
with the traditional seasonal increase in our business,” — 
is anticipated by one producer while a second com- 
pany predicts a decline of “5%.” 

One producer expects billings for the second half 
of 1955 will be “about 5%” more than in the corre- 
sponding period of 1954. A second predicts they will © 
be “moderately below,” and the third firm estimates — 
billings will stay “about the same” as the second half 
of 1954. One company foresees an improvement in 
the second-half 1955 dollar billings over the first-half 
level; the second predicts neither an increase nor de- 
crease; and a third makes no comment. 

The rate of production during the next six months 
relative to the like period in 1954 is expected to re- 
main about the same in two companies, while a third 
estimates a “5%” dip. Commenting on the com- 
parison between expected production in the second 
half of 1955 and first-half 1955 production, two co- 
operators anticipate rises, in one instance “of 5%,” 
and one predicts production will be “very much the 
same.” 

One cooperator expects total employment to “drop 
slightly” during the next six months, while the two 
others contemplate no change. Two companies ex- 
pect the length of average workweek to continue un- 
changed in the second half of 1955 while one foresees 
an increase in the number of working hours per week 
“since we expect to get into more overtime.” 

All three contributors report current dollar inven- 
tories are down from beginning-of-the-year levels: 
in one case “slightly below”; in another “2% below”; 
and in still another “off by approximately 34%” 
which, according to the company, is due to “the sea- 
sonal nature of our business.” As a per cent of sales, 
present inventories are reported “somewhat be- 
low” six months ago by the lone cooperator comment- 
ing on this point. 

One company foresees no increase in inventories 
during the immediate months ahead—“We are scram- 
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bling to meet our commitments”’—while two com- 
panies expect stocks to trend downward. 

The rate of capital expenditures at one company 
during the second half will be “very much greater” 
than in the first half of 1955, but two others, includ- 
ing one whose “principal expansion costs are past,” 
say such spending will move downward 

Two companies predict that second-half 1955 profits 
before taxes will be greater than those in the first half 
of this year, in one case “about 21% times greater,” ow- 
ing to seasonal factors. 

In the year-to-year comparison, one company an- 
ticipates pretax earnings for the whole of 1955 to 
exceed 1954 results by “10%”; a second firm believes 
“1955 profits will apparently be better than 1954’s 
when we suffered a loss”; and the third company fore- 
sees no change in earnings. 


Paper 


The replies of seven paper companies indicate that 
their business prospects in the next half year are con- 
sidered to be mildly bullish, particularly when com- 
pared with actual conditions of a year ago. Six com- 
panies out of the seven expect to book a greater 
volume of new orders for the second half of 1955 
than in the corresponding period of 1954, while the 
seventh company offers no estimate. “Slight” in- 
creases are anticipated by four firms; a “5%” rise by 
one; and a “16%” climb expected by still another. 
Compared to the previous six months, the new orders 
outlook in the immediate months ahead is somewhat 
less favorable. Two companies foresee minor in- 
creases and another company a “13.6%” gain, as op- 
posed to two additional firms which expect a “slight” 
decline and a “5% to 10%” drop. The sixth company 
predicts the volume of new orders to remain the same 
in the two six-months periods of 1955. 

The second-half 1955 dollar billings are also ex- 
pected to show some improvement over year-ago 
levels in all six companies reporting on this point. 
Moderate increases are mentioned by three compa- 
nies, specific gains of “4%” and “5%” by two more 
producers, and one company writes: “Dollar billings 
should be higher in the second half of 1955 because 
of increases in production and prices.” The six re- 
spondents are equally divided—three up and three 
down—when measuring expected dollar billings in 
the second half against first-half figures. In the 
majority of cases, changes in either direction are 
small. 

All seven reporting companies indicate that the 
dollar value of output for the second half of 1955 
will surpass the figures of the corresponding period in 
1954. Three companies in this group specify “small 
increases,” while another anticipates a “14%” rise. 
In comparing the rate of production for the last vs. 
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the first half of 1955, the number of companies antici- 
pating increases outnumbers those expecting decreases, 
four to three. Of the two companies specifying per- 
centage variations, one predicts a “12%” gain while 
another expects a “5% drop due to vacation shut- 
down in July.” 

Six companies comment on the probable trend of 
total employment and the average length of work- 
week in the second half of 1955. Four foresee no 
appreciable change, in one case because the company 
is already “operating around-the-clock, seven days 
a week.” The remaining two companies plan to ex- 
pand the size of their payrolls and also to increase the 
number of working hours. 

Present dollar inventories compared to beginning- 
of-the-year levels are up “5.6%” and “slightly higher” 
in two companies and down approximately “8%” and 
“10%” in two others. In relation to sales, inven- 
tories at one company are about the same, while at 
four others, inventory-to-sales ratios are reported 
off from six months ago, although in one instance 
by just “1%.” Three companies expect inventories 
to increase over the balance of the year, two firms 
anticipate current levels to continue, and two other 
producers predict their inventories will head down- 
ward. 

An upward trend in the rate of capital expendi- 
tures for the second half of 1955 is indicated by four 
companies. A “moderate increase” and a “consider- 
able increase owing to an extensive improvement 
program under way” are cited in two cases. A fifth 
company expects to maintain the same rate of capital 
expenditures for the second half of 1955 as in the first 
half while another concern contemplates a “slight 
decrease,” adding: “This is seasonal with us as our 
capital expenditures are always greater during the 
first six months of the year.” The seventh company 
does not report on this point. 

The majority of cooperating companies (four) an- 
ticipate greater profits before taxes in the second 
half of 1955 compared with first-half levels, with ex- 
pected increases ranging from “slightly ahead” to 
“11% higher.” On the other hand, three companies 
foresee a decline in profits, in one instance “slightly 
lower due to lower production on account of vacation 
shutdown,” and in another, the expected dip is from 
the “high levels recorded during the first six months 
of the year.” 

However, the pretax earnings outlook for the en- 
tire year 1955 contrasted with 1954 is brighter as all 
seven companies look forward to gains. The magni- 
tude of increase reported by six companies is as fol- 
lows: “slight” (two companies), “somewhat,” “sub- 
stantial,” “15% to 20%,” and “15.4%.” 


Petroleum 


All three reporting oil companies expect dollar bill- 


318 


ings in the second half of 1955 to exceed the corre- 
sponding period of 1954; increases of “10% or more” 
and “3% to 4%” are mentioned in two instances. In 
comparison to the first six months of the year, dollar 
billings will be up “10%” in one company, “compar- 
able” in the second and “2% below” in the third firm. 

Movements in the rate of production in the com- 
ing six months are expected to parallel the trend of 
dollar billings. Moderate increases over the figures 
of the last half of 1954 are anticipated by the three 
respondents. The direction of change from the first 
half of 1955 is expected to be up in two companies, 
and down in another, with the extent of variation 
being moderate in all instances. 

Without exception, the three cooperators expect 
the total number of employees and the number of 
working hours per week to remain unchanged from 
first-half levels during the next six months. 

At one company current dollar inventories are 
“about 3% higher” than at the beginning of the year; 
and at another inventories are up around “10%, 
about half of this increase the result of seasonal 
factors.” The third company offers no comment on 
this point. As a per cent of sales, inventories are 
“slightly” up in one company and unchanged in an- 
other compared with six months ago. The same two 
companies expect dollar inventories to trend down- 
ward during the remainder of this year, in one in- 
stance by 1%. 

While one petroleum producer expects his rate 
of capital expenditures in the next six months 
to be “somewhat lower” than the preceding six 
months, two others expect them to be “higher” and 
“somewhat higher due to seasonal acceleration and 
a rising level of such expenditures.” 

Opinions diverge as to the prospects for earnings 
before taxes in the second half of 1955 as against the 
first half of 1955. One company feels profits will be 
“considerably higher,’ another expects earnings to 
be similar to the first half and the third believes profits 
will be “somewhat less.” But two companies out of 
the three expect better profits for the whole year of 
1955 as against 1954 results, while the third producer 
predicts profits will be “about the same.” 


Rubber 


The three rubber companies contributing to this 
survey expect the amounts of incoming new orders 
and dollar billings to pick up during the next six 
months compared with the like period of 1954. 
But, they agree that prospective new orders and 
billings will remain about the same when matched 
against the first half of 1955. 

The three respondents also expect the dollar value 
of production during the remainder of the year to 
exceed the levels of the last six months of 1954. One 


firm indicates that the rate of output for the second 
half of 1955 will also run ahead of the preceding half- 
year’s rate while two others say there will be little 
variation in production rate between the two halves 
of 1955. 

Total employment and the length of average work- 
week are expected to continue unchanged during the 
coming six months at two rubber companies, while 
increases in both of these areas are scheduled to take 
place at the third concern. 

In comparison with January 1, 1955 levels, current 
dollar inventories are “up” in one company, “lower” in 
the second, and “steady” in the third. As a per cent 
of sales, one cooperator says that inventories are 
comparable to those six months ago, and another re- 
ports that its present inventory-sales ratio is “more 
favorable” as a result of a cutback in inventories. 

One company foresees a rise in inventories during 
the balance of the year, and the other expects little 
change in either direction. 

Capital spending plans for the second half of 1955 
will continue at the first-half 1955 rate at all three 
companies. 

Two companies expect profits before taxes in the 
second half of 1955 to be equal to that of the pre- 
ceding six months. But the same two firms feel 
profits for the year 1955 will top the previous year’s, 
in one case by “30%.” The third company offers no 
comment on the earnings outlook. 


Textiles 


As a group, the six textile companies participating 
in this survey expect business to continue at about 
its present level for the remainder of the year. Sum- 
ing up recent trends in the textile industry, one ex: 
ecutive writes: 


“For the past year the industry has been enjoying 4 
recovery in volume and activity. Prices have remaine¢ 
substantially unchanged despite the increase in demanc 
and output. Therefore, there has been no fundamenta) 
improvement in the profit structure of the industry.” 


Five companies comment on their new order pros- 
pects for the second half of 1955 against the corre- 
sponding period for 1954 as follows: “Increase 
somewhat,” “increase 25% to 50%,” aa 
higher,” “about the same level as in the last hall 
of 1954,” and “lower.” In relation to the firsi 
half of 1955, three companies expect a pick-up if 
new orders during the coming six months. In on@ 
case, a rise of “modest” proportions is indicated. In 
another case new orders are estimated to run “wel 
above” those received in the preceding six months! 
One firm anticipates new orders to be “very nearl} 
equal” to those of the first half, and one compan} 
foresees a decline. it 

The outlook for dollar billings is similar to tha 
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of new orders. Dollar billings for the second half 
of 1955 will increase over and beyond the levels of 
the last six months of 1954 at three companies, be- 
tween “25% to 30%” in one case and “substantially” 
in another; remain unchanged in one company; and 
decrease in another concern. Two out of five re- 
spondents also expect dollar billings in the immediate 
months ahead to be greater than in the first six 
months of 1955; one predicts the value of billings in 
the second half will be very close to the value in the 
first half for nonseasonal items; and two other co- 
operators anticipate decreases, in one instance by 
“5%.” 

Four companies compare the expected rate of pro- 
duction during the second half of 1955 with the sec- 
ond half of 1954 and the first half of 1955, and report 
as follows: “We anticipate that our rate of produc- 
tion during the second half of 1955 will show some 
increase over both the second half of 1954 and the 
first half of 1955”; “increase 25% to 50%”; “total out- 
put will probably run about 5% under the last half 
of 1954 and the first half of 1955”; “dollar value pro- 
duced will be lower.” In addition, one company ex- 
pects production in the second half of 1955 to con- 
tinue at the same rate as in the first half of 1955. 

Over-all employment will be expanded at one com- 
pany “25% to 50%,” continued at approximately 
the same level at two companies and be contracted 
at another. 

Of the three cooperators who express opinions on 
the length of the average workweek during the re- 
mainder of the year, one reports that the working 
hours per week will increase, a second anticipates no 
variation in either direction, and a third cooperator 
contemplates a “reduction in overtime operation.” 

Current dollar inventories are “slightly higher,” 
“about 6% higher” and “15% above” those at the 
beginning of the calendar year at three companies, 
“the same” in one firm, and “down somewhat” and 
“reduced materially” in two companies. The three 
respondents reporting indicate that inventories as a 
per cent of sales are now “slightly higher,” “a higher 
per cent of lower sales,” and “up 2.5% owing to sea- 
sonal factors and also as a result of deliberate policy.” 

While two companies contemplate neither a build- 
up nor liquidation of inventories, dollarwise, in the 
next six months, three other companies indicate that 
their inventories will be pared. 

Capital expenditures are expected to move upward 
from the first-half 1955 rate in two companies, one 
of which reports: “In the latter part of this year we 
will be completing a very large new plant on which 
construction has just been getting under way. Con- 
sequently, our plant expenditures during the last half 
of 1955 will run between three and four times those 
for the first half.’ At two other companies capital ex- 
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penditures will continue at present levels, while at 
one firm they are slated to decrease. 

Two companies look for profits before taxes in 
the last half of 1955 to show some increase over 
first-half 1955 earnings. They also expect pretax 
earnings for the whole of 1955 to be larger than 
those for the entire year 1954. And one company 
forecasts its earnings for 1955, both for the last half 
and the full year to be “comparable” to those for the 
two periods under comparison. Still another com- 
pany indicates that its profits before taxes for the 
next six months will fall short of first-half 1955 profits 


by “O57. 


Miscellaneous Nonmetals 


No great improvement in the outlook for their busi- 
ness is foreseen by the five producers of miscellaneous 
nonmetal products. Three out of the five cooperators 
expect to book somewhat more new orders in the sec- 
ond half of 1955 than in the corresponding period of 
1954, a “5% to 10%” gain being mentioned by one 
respondent, while two firms foresee no substantial 
difference in the new orders situation. One producer 
anticipates new orders in the ensuing six months to 
increase “10%” over the first six months of 1955. The 
three others reporting on this point indicate that the 
trend of bookings will be moderately downward. 

For the most part, a close relationship exists be- 
tween new orders received and dollar billings. Four 
out of five firms say prospective dollar billings in the 
last half of 1955 will top year-ago levels—such 
percentage increases, however, are not to exceed 
5%. The fifth company predicts second-half 1955 
dollar sales will remain even with the second half of 
1954. Dollar billings during the remainder of the 
year will be up “15%” over first-half levels at one 
company, but down “slightly” (two companies), 
off “30% seasonally” in one concern and minus “15% 
due to the model change-overs in the automobile in- 
dustry” in another company. 

At one company the rate of output (dollar value 
produced) during the next six months will show no 
substantial variation from figures for the last half 
of 1954. But at four other firms, production levels 
will be higher—“slightly” (two companies), “5%,” 
and “3%.” When measured against the first six 
months, production schedules in the last six months 
in 1955 will reveal a “10%” increase in one company, 
remain unchanged in another, and slide off in three 
other companies. The extent of decrease cited by two 
companies is “slight” and “12%.” 

Three of the five respondents say over-all employ- 
ment will stay about the same in the immediate 
months ahead, as opposed to two who expect to re- 
duce their number of employees. No clearcut pattern 
exists with respect to the trend of workweek. One 
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company plans to increase the length of average work- 
week; another foresees little variation. Three com- 
panies, however, intend to curtail the number of 
working hours per week, “slightly” in two cases and 
in a third instance “due to the reduction in peak de- 
mands of the first half which created some excessive 
overtime.” 

The present dollar value of inventories are report- 
ed by two companies to be “higher” and “6% above” 
those of January 1, 1955, levels. On the other hand, 
inventories are down “slightly,” “substantially,” and 
“approximately 15%” at the remaining three com- 
panies. As a per cent of sales, current inventories 
are unchanged from six months ago at two companies, 
and “abnormally low” and “8% off” at two other 
companies. The fifth company does not reply on 
this point. 

Three producers of miscellaneous nonmetals prod- 
ucts predict dollar inventories will trend upward 
during the balance of 1955; one plans to hold stocks 
at current levels, while a fifth company expects in- 
ventories to decrease. 

Capital expenditures will remain stable at one 
company in the coming six months relative to the 
first half of 1955, but they will rise in four others, in 
one instance by as much as “20%” and in another, 
“slightly, by less than 5%.” 

Two out of three cooperators anticipate better 
earnings before taxes in the second half of 1955 than 
in the first half, in one company “as a result of econo- 
mies and cost reductions put into effect during the 
past twelve months.” Three companies, however, be- 


lieve earnings will be “off,” “35% lower” and “less, 


due to the seasonal nature of our business.” 

Three out of four companies expect 1955 profits 
before taxes to exceed 1954 levels. In one case 
the growth will be by a healthy “44%.” The fourth 
company, in contrast, feels 1955 earnings may be 
“somewhat below” those of 1954. 
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ECONOMIC NOTES 


Tempo of Industrialization 


“Except in outright totalitarian regimes, the growth of 
industry depends far more than is commonly recognized 
upon the first factor stressed in the historical analysis of 
progress—the number and vigor of genuine innovators and 
entrepreneurs. But it depends almost as intimately upon 
the availability and quality of managers, businessmen and 
foremen. People with these various capacities are perhaps 


scarcer even than skilled labor, which in a modern economy 
can be rapidly trained, and scarcer also than capital re- 
sources. As a strategic factor in economic development this 
scarcity of genuine entrepreneurial and managerial talent 
is probably equaled only by the complex of cultural factors 
and the extent of the market. 

“Abstract arguments can provide little or no guidance 
as to the desirable or achievable tempo of industrialization 
in underdeveloped countries. Countries differ markedly, and 
even for a single country the factors involved are numerous 
and complex. Technical assistance from the industrial West 
should vastly augment the purely physical efficiency of 
production, but the effect of this on the rate of growth of 
the economy may be partly or wholly offset by imitation 
of Western standards of consumption and “social welfare” 
which impede capital accumulation. External economies 
and the complementarity of industries may argue for the 
possibility of rapid growth, but the interdependence of parts 
also creates vast risks of incorrect plans or forecasts by 
governments and businesses. Cultural factors may limit the 
advance of industry more than purely economic factors. 


“All in all, the tempo of industrialization will probably 
fall far short of the aspirations voiced in many regions during 
the past decade. And this leaves aside the questions of the 
fate of per capita income, as conditioned by population 
growth, and of human welfare as distinct from per capita 
income.”—Norman S. Buchanan and Howard §. Ellis, 
“Approaches to Economic Development.” The Twentieth 
Century Fund, New York 1955, page 422. 


Can Moscow Match Us Industrially? 


“The fact remains that if the Soviet Union continues, 
over the next thirty years, to achieve a cumulative annual 
increase of 6%, it will have far outstripped all industrial 
countries except the United States in economic growth, and 
will have forced these other countries trrevocably into a position 
of complete dependence on either the Soviet or the American 
industrial and power complex. 


“So to a very great extent American business and political 
decisions in the years immediately ahead will determine 
whether the non-Soviet world is consolidated around the 
American power core, or whether important parts of it are 
driven or attracted into the Soviet complex. 


“This realization is undoubtedly a factor behind the new | 


emphasis which the Eisenhower Administration has, since 
the beginning of the year, been placing on foreign economic 
policy. 

“The most important result of Russia’s new position as 


the second strongest industrial power is that the Soviet method — 
of industrialization offers an alternative to the Western or — 
American method. The Bolsheviks have shown what can ~ 


be accomplished in a backward country, rich in raw materials 


and manpower and poor in capital and technology, under the — 


ruthless drive of communist dictatorship. 


“China, with a similar set of conditions, is following the — 


Soviet path. Moscow believes that other capital-poor nations 
will eventually be forced to do the same unless the United 
States devises some bold new investment and development 
program within the democratic, capitalist pattern.—Philip 


E. Mosely, “Can Moscow Match Us Industrially?” Harvard — 
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Studies in Business Policy 


No. 74—Atomic Energy Primer for Management (In Press) 

No. 73—-Company-Sponsored Foundations 

No. 72—Marketing, Business and Commercial Research in Industry 
No. 71—Keys to Efficient Selling and Lower Marketing Costs 

No. 70—I!ndustrial Security:—lIIl. Theft Control Procedures 

No. 69—New Product Development:—III. Marketing New Products 
No. 68—-Company Tax Administration 

No. 67—Executive Expense Accounts 

No. 66—Financial Management of Pension Trusts 

No. 65—Managing Company Airplanes 

No. 64—Industrial Security: —Il. Plant Guard Handbook 

No. 63—The Corporate Directorship 

No. 62—Conirolling Capital Expenditures 

No. 61—Techniques of Plant Location 

No. 60—Industrial Security:—I. Combating Subversion and Sabotage 
No. 59—Trends in Industrial Location 

No. 58—Budgeting Expenses in Small Companies 

No. 57—New Product Development:—II. Research and Engineering 
No. 56—The Duties of Financial Executives 

No. 55—Protecting Personnel in Wartime 

No. 54—Getting Defense Contracts 

No. 53—-Damage Control in Wartime 

No. 52—Measuring Dealer and Consumer Inventories 

No. 51—Protecting Records in Wartime 

No. 50—WMilitary Inspection in Industry 

No. 49—Company Policies on Donations:—II. Written Statements of Policy 
No. 48—Training Dealers 


In the July Management Record 


Ford's Unemployment Compensation Supplements— The new Ford plan 
might be considered a kind of testing of how company supplements to state 
unemployment compensation will work in a large multiplant firm. The article 
presents a detailed analysis of this controversial and complex new program. 


State Right-To-Work Laws: Pros and Cons—Are state “‘right-to-work”’ laws 
necessary to protect the individual against the compulsion of joining a union? 
Or are they misnamed laws whose only purpose is to prohibit the union shop? 
This Round Table gives the experts’ pros and cons ona timely question. 


Professional Status—Goal of Engineering Unions—Unlike the majority of 
trade unions, the engineering unions were primarily organized to set the 
engineers apart from rank-and-file workers. Their main goal is to gain 
recognition for the individual engineer’s professional status. ‘Trends in 
Labor Relations’ is devoted entirely to a discussion of this subject. 


The Wage and Fringe Package in Autos—This article examines the new Ford- 
and GM-UAW contracts and compares their 1955 provisions with those of 
previous years. Included are analyses of the annual improvement factor and 
the revised escalator, as well as pensions, insurance, vacations and holidays. 
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